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Again at 33 LOMBARD STREET 
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A Financial Notebook 








No Leak: No Recommené ations 


THE tribunal headed by Lord Justice 
Parker has “‘ unhesitatingly reached 
the unanimous conclusion’ that 
there is no justification for allega- 
tions of improper disclosure of in- 
formation about the raising of Bank 
rate in September last. Moreover, 
having extended its terms of refer- 
ence to consider whether there was 
abuse of information not only about 
Bank rate but also about the other 
restrictive measures, it is satisfied 
that in every case in which informa- 
tion about these other measures was 
given by ministers, the information 
was treated by the recipient as con- 
fidential and not used for private 
gain. Every City name, indeed every 
name, mentioned before the tribunal 
is unequivocally cleared of any taint 
of impropriety. 


The tribunal in its report has 
naturally not pronounced on the 
wider questions outside its terms of 
reference to which attention was 
drawn by the evidence submitted. 
Thus, the question whether infor- 
mation on Government measures 
should be disclosed in advance to 
the press and to representatives of 
industry, the report rightly points 
out, is a matter for Parliament alone 
—although “‘ we do, however, under- 
stand and appreciate” why Mr 
Thorneycroft wished to make such 
a disclosure. 


_ The second broad question raised 
in the public mind by the proceed- 


ings was the general principle of 
having at the Bank of England 
directors with outside interests. 
Having noted that both Lord Kin- 
dersley and Mr W. J. Keswick, the 
two Bank directors whose dual 
responsibilities had been publicized 
before the tribunal, made no im- 
proper use of information, the report 
states, properly, that the general 
question of policy is one with which 
it is clearly not concerned. ‘“‘ Had 
it been our duty to express an 
opinion on this matter, we should, 
before doing so, have required ex- 
haustive evidence as to the advan- 
tages and disadvantages of continuing 
a state of affairs which has so long 
existed ’’. Members of Parliament 
and others about to question the 
principles of the direction of the 
Bank of England should remember 
that the evidence before the Bank 
rate tribunal in its nature draws 
attention to one particular facet of 
the existing system, and that only 
incidentally. 


The City’s Reputation 


Finally, the tribunal’s report draws 
attention to the concern expressed 
by the Governor of the Bank about 
the effect that the rumours were 
having around the world; and it is 
able to endorse Mr Cobbold’s hope 
that the final result of the tribunal 
may be “ not only to maintain, but 
actually to enhance, the reputation 
of London for financial integrity ”’. 
Certainly, for as thorough an in- 














quiry as this to reveal no blemishi of 
abuse can be a source of pride for 
the City. 

Besides this result, the whole pro- 
cedure, distasteful and unnecessary 
as it has been, has one other useful 
by-product. That is the information 
about the workings of the Bank and 
City institutions brought out by the 
voluminous evidence. As a picture 
of the City in an exchange crisis, 
and also for its revelation of inci- 
dental information, some of this 
evidence deserves to be put on 
record for the benefit of those who 
will not consult the blue book at 
first hand. We hope to present a 
selection in our next issue. 


Gold Loss Half Regained 


Thanks to the postponement of 
the end-year instalments on _ the 
North American loans, another good, 
if not spectacular, gain in the official 
gold reserves was recorded in De- 
cember, of $88 millions. On the 
other hand, the balance with the 
European Payments Union for the 
month showed a deficit of 6.1 
millions—though of this {1.9 mil- 
lions represented interest on Britain’s 
accumulated debt to the Union, 
and end-year window dressing by 
foreign central banks was also an 
influence. 

Special payments in December’ 
included $74 millions of small instal- 
ments on United States loans and” 
aid. Excluding these (but not the 
regular quarterly $73 millions on 
the Canadian 1942 loan) and the $3 
millions paid to EPU in respect of 
November’s deficit, and debiting the 
$13 millions paid to EPU last 
month, the true dollar surplus for 
December amounted to $86 mil- 
lions. This brought the surplus for 
the last quarter of the year to $298 
millions—following the deficit of 


$628 millions in the third quarter 
(which would have topped $750 


70 


millions without the special German 
advance payment of £75 millions), 
By the standards of the past, this 
halfway recovery is by no means 
unsatisfactory, before the phase of 
real seasonal strength. 

In 1957 as a whole, of course, the 
movement of the reserves was dis- 
appointing. The end-December 
level of $2,273 millions was only 
$140 millions above the end-1956 
level; and in the meantime, follow- 
ing the drawing of $561 millions 
from the International Monetary 
Fund in 1956, Britain had drawn 
$250 millions from the Export- 
Import Bank, and again deferred its 
payments of $181 millions on the 
American loans; while India _ had 
drawn $200 millions from IMF. 

In current trade, however, Britain 
did well. In the first half of 1957, 
the deficit in merchandise trade, 
measuring both exports and imports 
fob and on a payments basis, nar- 
rowed to £25 millions, its smallest 
since the war. In the second half, 
Britain has begun to feel the benefits 
of lower import prices, and in 
November and December the crude 
deficit recorded in the trade returns 
fell to exceptionally low levels. But 
the rate of growth of exports was 
slackening. 


Budget Accounts Now 


The Exchequer returns for the 
first three-quarters of the fiscal year 
suggest that budgetary expenditure 
is running somewhat above estimate; 
but they did not in themselves give 
warning of the deterioration that 
became apparent after Mr Thorney- 
croft’s resignation. Supplementary 
estimates of £54 millions were pre- 
sented last month for agricultural 
subsidies, which rise automatically 
with the fall in world prices, and a 
further £100 millions of other sup- 
plementaries is due to follow. To 
some extent, of course, this over- 
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spending may be offset by savings 
on other votes; but Mr Thorney- 
croft’s emphasis suggests that these 
are unlikely to be large. 


At end-December, total ordinary 
expenditure was up on the corre- 
sponding nine months of 1956-57 by 
{7; millions; whereas, the estimate 
for the full year looked for a reduc- 
tion of £41 millions. Moreover, 
the comparison is artificially favoured 
this year by the saving of £37 mil- 
lions of interest due on the American 
loan payments—the saving from the 
end- 1956 deferments was_ not 
credited in the budget accounts 
until April, fortifying miscellaneous 
revenue in the current fiscal year. 
This influence blurs the impact on 
the cost of the debt service of the 
2 per cent rise in Bank rate; it 
would be surprising, therefore, if the 
full saving of £71 millions estimated 
for the fiscal year, achieved by end- 
December, were held in coming 
weeks. ‘The increase in supply ex- 
penditure at December 31 was {77 
millions, compared with the budget 
estimate of £26 millions — com- 
pounded of a rise of £131 millions 
in civil expenditure and a fall of 
£105 millions in defence. 

The excess of budget spending 
appears to have been more than off- 
set by buoyancy of budget revenues. 
Accordingly, the above-line deficit 
at this stage shows an improvement 
on the year of £141 millions; the 
budgeted rise in the final surplus 
was of £172 millions, to £462 mil- 
lions. ‘Total ordinary revenue so far 
is up on the year by £148 millions, 
compared with a budgeted increase 
for the full year of £131 millions. 
Income tax, expected despite the 
budget concessions to yield £62 
millions more in the full year, is up 
in the first nine months (in which 
only two-fifths of the total is col- 
lected) by £66 millions. But in the 
frst eighteen days of January the 


inflow was £329 millions, compared 
with £368 millions in the first nine- 
teen days of 1957. Customs and 
excise is already up £38 millions, 
compared with a budgeted increase 
of £17 millions. 


Lombard Street’s Heavy Blow 


The 2 per cent increase in Bank 
rate in September, 1957, transformed 
what had promised to be a favour- 
able year for the discount houses 
into a difficult one. Heavy losses 
were suffered in the capital values of 
both bill and bond portfolios; and 
while the increase in the cost of the 
market’s money in the last quarter 
of the year was more than offset by 
the rise in the bill rate, so that run- 
ning margins on new bills were very 
good, there was, of course, no corre- 
sponding increase in returns on 
bonds. Indeed, the interest yield 
on every bond in the market’s port- 
folio has been well below the cost 
of financing at the new rates. ‘Thus 
the size of the bond portfolio would 
in 1957 have been an important 
influence in governing individual 
discount houses’ experience; those 
houses that loomed large in the 
scramble into bonds in the early 
weeks of 1957 would later suffer 
both in their running profits and in 
bond depreciation at end-1957. 

The preliminary accounts of the 
Union Discount and of Alexanders 
conform broadly to expectations in 
these circumstances; but those of the 
National Discount, the third house 
that makes up its books on Decem- 
ber 31, are disturbing. The Union 
maintains its dividend at the long- 
held rate of 124 per cent, and can 
again show investments at less than 
market value; it shows a reduction 
in profits from £420,769 to about 
£415,000. Alexanders, which took 
such a heavy knock in 1955 when it 
reduced its dividend from 124 to 
74 per cent, now makes a further 





cut, to 5 per cent. As in 1956, it 
makes a provision from profits to- 
wards covering depreciation of in- 
vestments, narrowing the disclosed 
excess over market value from {2.6 
millions to {2.3 millions; and its 
disclosed profit is down from £65,400 
to £50,900. 


The National Discount 


The National Discount, by con- 
trast, maintains its dividend at 10 per 
cent (reduced from 12 per cent in 
1955), shows an increase in profits, 
from £202,103 to £208,117, and a 
widening of disclosed investment 
depreciation, from {2.5 millions to 
£3.1 millions. Both these latter 
movements appear to owe some- 
thing to changes, from its own prac- 
tice and that of the rest of the 


market, in the National’s_ book- 
keeping. Thus the “balance of 
profit’’ was arrived at “after in- 


cluding the excess of amounts added 
to the book values of securities for 
customary amortization of discounts 
on short-dated securities purchased 
below redemption values over a 
provision made towards securities 
depreciation ”’. 

This nebulous wording appears to 
mean that published profits have 
been swollen by a net writing up 
of the bond portfolio, not in line 
with the market but in anticipation 
of future redemption profit (but 
realized losses on sales of securities 
are charged on contingencies and 
not on current profits). It has there- 
fore been necessary te change the 
valuation of investments from “ at 
or under cost and below redemption 
values’ to “at cost plus a propor- 
tion of discounts on_ short-dated 


securities purchased below redemp- 
tion values’’. ‘Thus it seems that 
the portfolio is shown above cost ; 
this would be an influence swelling 
the disclosed margin above market 
price. 


‘ 





Pay X Only ? 

Last year’s Cheques Act is bring- 
ing more than its expected conse- 
quences. It has very greatly acceler- 
ated the abandonment of receipts, 
and that not only on the backs of 
cheques, but generally. ‘The Govern- 
ment is grasping the nettle; the 
departments are being encouraged 
to give up demanding receipts except 
where the signature is required for 
other purposes, and the Inland 
Revenue is to accept a paid cheque 
and an unreceipted bill in main- 
tenance claims. ‘The Act has also 
stimulated interest in the form in 
which the cheque can most safely 
be drawn. The accountants’ profes- 
sional bodies may have prompted 
this interest with their advice that 
in order to work the Cheques Act 
safely cheques should be drawn 
‘“Not negotiable, account payee 
only’’. But much public debate 
since then suggests that the subject 
is shrouded in misunderstanding. 

The cheque, which when crossed 
is widely regarded by its users as a 
perfectly “‘safe’’ means of trans- 
ferring money, has always been 
unsafe to the extent that if it comes 
into the hands of one who has given 
value for it in good faith the drawer 
may be liable on it even though the 
holder is a stranger to him. It is 
the essence of negotiability that 


- “title passes free of the equities ”’— 


that a transferee can have a better 
title than his transferor. ‘Thus, in 
an extreme case, if a cheque is 
stolen after it has been endorsed, 
and is then negotiated to a bona fide 
holder for value, ‘‘ stopping ”’ the 
cheque will not necessarily save the 
drawer, for the holder may be able 
to sue him on the cheque. Likewise, 
if the drawer stops the cheque on 
account of the non-delivery or un- 
satisfactory nature of the goods for 
which he gave it, he may still be 
confronted by a holder for value to 
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whom the payee has negotiated the 
cheque. No one knows how often 
(or perhaps how seldom) this kind 
of thing happens: such cases are 
not contested—there is no defence 
open to the drawer. But the danger, 
however remote, is there. 

‘Not negotiable ”’ in the crossing 
leaves the cheque transferable, but 
makes it impossible for a transferee 
to have a better title than the trans- 
feror; in the first example above, 
the drawer is not now liable, but in 
the second he may be, for the cir- 
cumstances may leave the title to 
the cheque untainted. ‘‘ Account 
payee only” is in effect an instruc- 
tion to the collecting banker, who 
ignores it at his peril; but here, too, 
the protection remains incomplete, 
for if the collecting banker makes 
enquiry and is reasonably satisfied 
by the answer he will probably not 
be liable. . 

The fact that even these two pro- 
tective devices leave still a marginal 
danger has prompted the suggestion 
that the cheque should be drawn 
“Pay X only”. Here the cheque 
is no longer even transferable, and 
is probably quite safe; but the banks 
are understandably unwilling to 
countenance its use. It is no longer 
an instrument drawn to order, and 


bankers handling it are likely to be 
deprived of their statutory protec- 
tions; it is very doubtful whether 
such an instrument can be collected 
through a bank at all (for if it is 
collected the paying banker is paying, 
not X but another bank, and is thus 
disobeying his customer’s mandate); 
and if it is paid over the counter 
there are substantial difficulties in 
identifying the payee, who is seldom 
known to the paying banker. ‘“‘ Pay 
X only ”’, which finally removes the 
bugbear of negotiability, is no doubt 
the foolproof drawing, but it will 
need legislation before it can become 
general; until then the accountants’ 
advice remains the best available: 
‘“Not negotiable, account payee 
only ”’. 


Dare to be Moneylenders 


Mr Fohn Marvin, an experienced 
commentator on hire purchase, gives 
his views on a new comprehensive study 
A book on hire purchase in Britain, 
assembling the growing volume of 
information and good enough to be 
kept on the shelves for reference, is 
a boon—so big a boon that the 
reviewer would be entitled to over- 
look a multitude of shortcomings. 
But no multitude of peccadillos begs 
forgiveness in Hire Purchase in a 
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Free Society, published by the re- 
cently formed Institute of Economic 
Affairs. The factual analysis is good 
and careful, the breakdown of finance 
house charges and of the sources 
and uses of their money is most 
useful. The criticisms that must be 
made concern not the facts but the 
conclusions, and reflect an attitude 
of mind on the part of the editors 
and their team not quite critical 
enough to put the hire-purchase 
business through the wringer. 

An example is the strong criticism 
of the expression of hire-purchase 
charges as a true rate of interest on 
the average loan outstanding (and 
thereby showing rates per cent that 
are usually just less than double the 
rates quoted by the finance house or 
retailer, which are based on the 
advance at the beginning of the 
contract). It is argued correctly that 
the payment is a “ service charge ”’, 
including administration and costs 
of investigation and collection, as 
well as pure interest; and also that 
some of those elements are fixed so 
that the smaller the advance the 
higher a percentage of it the charge 
has to be. ‘This leads to the sug- 
gestion that the charge should be 
quoted in two parts, “‘ service’ and 
‘interest’. ‘The idea is interesting. 
But the consumer, surely, wants to 
know the cost of hire purchase com- 
pared with the cost of credit from 


other sources, not the reasons why ”* 


that cost has to be so high. 

The book gives its blessing to the 
designation “industrial bankers ” 
which some of the smaller finance 
houses like to use (the biggest in the 
business are not ashamed to be 
called finance houses). Unfortunately 
a sensible definition of a bank in 
English law is lacking. The Board 


of ‘Trade gives no names, but in gen- 
eral it does not grant finance houses 
the right to create and maintain 
hidden reserves. On the other hand, 


‘ 


those institutions like the banks act 
as moneylenders and borrowers on 
deposit. The issue may become still 
more theoretical if, as the book 
recommends, the banks—the real 
banks—do eventually extend their 
activities to hire- purchase financing. 


Banks in HP? 


Why have they so far (with the 
single exception of the Commercial 
Bank of Scotland, in whose venture 
Lloyds Bank will now be acquiring 
an interest) set their faces against it ? 
The Old Lady’s frown is half the 
answer, but there is also a reluctance 
on the part of the banks to compete 
with their own customers. They do 
not call in their advances to bakers 
and start selling bread when the 
profits on baking look high; they do 
not even marry their stock exchange 
bargains. When they do go into 
hire purchase, as sooner or later 
they will, they will be going in be- 
cause hire-purchase financing is more 
profitable than the general run of 
bank business, because it is good 
reputable expanding business with a 
low loss ratio, and because banks in 
other lands have found that it creates 
no problem. There need be no vast 
foreclosure of defaulted goods: the 
banks’ safes will not be stacked with 
television sets. In any event, the 
banks already make loans on the 
security of goods—standing crops 
and livestock—of which they would 
hate to have to take possession. 

When the day comes, competition 
from the banks will not be an un- 
mixed blessing for the finance houses; 
they may find themselves deprived 
of a useful source of funds and faced 
with still stiffer competition. But 
the users of hire-purchase facilities 
will gain. The banks could produce 


an efficient and cheap method for. 


collecting instalments, and that plus 
increased competition would tend to 
bring costs and charges down. 
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Mr Thorneycroft Makes 
His Point 


‘HE ultimate consequences for Britain’s economy and for sterling 
of the upheaval in the Cabinet and the subsequent resignation of 
Mr Thorneycroft and the two junior Treasury ministers on the 
eve of the Prime Minister’s Commonwealth tour may turn out for 
good or ill; at the present stage, equally strong arguments can be found 
either way. But there is no need for equivocation on the wisdom, in the 
circumstances, of the resignations themselves. ‘The principle on which the 
Treasury team took its stand is one that is indispensable to Britain’s 
economic policy at this stage. ‘That the Cabinet baulked at its acceptance 
is lamentable, and a sorry reflection on its resolution. Once it had done so, 
the course chosen by Mr Thorneycroft was not only that demanded by 
personal honour but was the best service he could give to his policy. Had 
Mr Thorneycroft submitted, the public would have seen just one more 
climb down by the Government from lofty aspirations, and the new policy 
adopted since September, on which so much depends, would have been 
gravely discredited. As it is, Cabinet spokesmen from the Prime Minister 
downwards, and especially the new Chancellor, Mr Derick Heathcoat 
Amory, are all anxiously affirming that the rigour of Government policy 
is unchanged. They see the danger of even the appearance of weakening. 
Was this a dispute of principle? The Prime Minister and his senior 
colleagues tried hard at the outset to persuade the public that it was not. 
Mr Thorneycroft and his lieutenants, it was said, were being unreasonably 
and unrealistically rigid with their figures, in refusing to countenance an 
increase of around £50 millions, less than 1 per cent, in ordinary budget 
expenditures. This, it was further asserted, could have been avoided only 
by cuts in social services that would have defeated their object by pro- 
voking wage increases; the Government had agreed on all the economies 
that were immediately possible, but was continuing its search. In his 
speech to his constituents, itself perhaps his best and most convincing 
explanation of the September policy, Mr Thorneycroft put the controversy 
in a rather different perspective. In the first place, he emphasized that he 
was seeking to draw the line for the 1958-59 estimates not at the budget 
estimates for 1957-58, but at the “‘ substantially larger sums” that will 
have been actually spent this year, after the presentation of large supple- 
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mentary estimates. “ If open to criticism at all, it is that I have been too 
lax and not too strict ”’. 

Secondly, while the ex-Chancellor questioned—and in this, be it noted, 
he has been quickly echoed by his successor—whether the social services 
should be regarded as sacrosanct against any economies, he also pointed 
out that “it is not the making of wage claims but the printing of the 
money to grant them which feeds the wage-price spiral”’. He thus made 
it clear that his quarrel with his colleagues was on a much wider, deeper 
front. ‘The departmental ministers, and the Prime Minister, were taking 
a standpoint that is only too familiar. Each of the projects that go to make 
up the £5,000 millions of Government expenditure is of itself desirable; 
and with the passage of years many of them require additional finance 
without any change of policy. But if each is given absolute priority, then, 
in Mr Thorneycroft’s words, ‘‘ there is a residuary legatee’’. At the end 
of the queue is the pound sterling. 

The revolution in official economic policy in September was that the 
pound sterling was put at the head of the queue. If inflationary pressures 
grew, Mr Thorneycroft told the IMF meeting, 

other things may alter, other aspects of policy may have to be adjusted, but the 

strain will not be taken by the pound sterling. 

This was the emphasis that engendered confidence overseas that Britain’s 
long post-war weakness in financial policy might be checked. To be 
effective and to carry conviction—and the real and psychological impacts 
are closely inter-connected—the policy had to work through clear-cut, 
almost arbitrary, precepts. No net additional amounts were to be made 
available by the banks in advances; no increase was to be allowed in capital 
spendings by the nationalized industries; no new money was to be provided 
by the Government to finance wage increases, in either the nationalized 
industries or the civil service. Such increases would have to be self-financ- 
ing, involving either increased productivity or reduced employment. 

In its first effects, this policy was by no means unsuccessful. In particular, 
there has been a notably wary response from the trade unions, belying the 
predictions that a tough Government line would provoke immediate union 
intransigence; market forces count for more than the post-war generation 
remembers. ‘The testing point of the first major wage claim, deliberately 
delayed by the unions, seemed bound to come by the early spring. It 
was vital to avoid any suggestion that the Government was easing up. 

Quite plainly, a large increase in the budget estimates would have been 
interpreted as such an easing. Mr Thorneycroft had announced in his 
statement of September 19 that steps were being taken to “ limit ’’ current 
civil and defence expenditures; and by any standard it would be unreason- 
able to suppose that the Government could continue to impose strict 
financial limits on others if it did not similarly limit itself. Everyone— 
nationalized industries, banks, trade unions—has a marginal 1 per cent 
that is precious to the spender and a drop in the ocean for the economy. 
If the remainder of the Cabinet were not in fact guilty of this dangerous 
reasoning, they blundered badly in giving the public cause to think otherwise. 
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It is not only the financial purist who should be disquieted by this waver- 
ing. ‘Those who have pointed out the long-term dangers of placing the 
impact of restrictive policy on investment must surely be disturbed at this 
refusal to take a first bite at consumption. Moreover, even many of the 
observers who place more importance on economic expansion and less on 
stability preferred Mr Thorneycroft’s bold and single-minded thrust to the 
previous half-measures, which succeeded in producing a two-years’ stand- 
still in production without exorcising the inflationary feel of the economy. 
To the question ‘‘ when is re-expansion possible?” the answer has 
throughout been: when the medicine has done and is seen to have done 
its work. Stiffer medicine means earlier release. 

Now, if for no other reason than the need to dispel the doubts that have 
been raised, the moment for any relaxation may have been pushed still 
further ahead. Since it was quickly apparent that the new Chancellor and 
the Government as a whole were alive to the great danger for sterling of 
any general softening of policy, the City argued that the chances of an 
early reduction of Bank rate had narrowed. Hopes of a small reduction in 
the early spring, especially if the wages issue had by then been successfully 
put to the test, had played a small part in the steady fall in the Treasury 
bill rate (to 67% per cent in early January, more than } per cent below its 
peak); though it should be noted that this movement was also prompted 
by technical influences, which contributed to the further small reductions 
thereafter. 

A still sharper and more direct blow was suffered by hopes of relief from 
the budget, which in the City had been founded on the assumption that, 
if expenditure was held, the general climate might permit a small boost to 
take up some of the “ slack ”’ in industry. As can be seen from a note on 
page 70, the serious deterioration in this year’s out-turn that Mr Thorney- 
croft now appears to presage could not be discerned from the published 
returns. 

These are the immediate repercussions on public sentiment; conceivably, 
they could be short-lived. Mr Heathcoat Amory is going out of his way 
to allay the doubts. ‘‘ The tough, drastic deflationary policies that the 
Government adopted last September will be continued without relaxation 
until success has been achieved. ... ‘There will be no economic appease- 
ment ’’. Money will not be made available for inflationary wage increases. 
Moreover, in the drive to curb budget expenditure, no main sector will be 
sacrosanct—and, significantly, ““ when it comes to the social services we 
have got to cut our coat according to our cloth”. 

At the same time, restrictions would not be kept on longer than necessary 
—the long-term future must be based on expansion. ‘The new Chancellor 
added the proviso that ‘‘we must be content to hold on for a time before 
we can safely move forward with speed”. Mr Thorneycroft, it may be 
noted, had incurred a certain amount of criticism for failing to record such 
long-term aspirations, which in themselves of course are unexceptionable. 
But there is a danger, at this stage, in even recording them; and Mr Amory 
did well, in the economic debate, to state the priorities even more bluntly. 
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‘“ Nothing ”’, he said, “‘ must take precedence over . . . the joint aim—the 
strength of sterling abroad and stability of prices at home ”’. 

In the markets, the changes at the Treasury were taken fairly calmly. 
Sterling, almost inevitably, suffered a relapse, dipping momentarily below 
$2.81, but subsequently it recovered to over $2.814, a new peak since 
1954. But the gold gain in January will obviously not be as good as it 
would otherwise have been. Gilt-edged followed closely in sterling’s wake; 
and the ‘Treasury was able to proceed with a new issue to replenish the 
portfolios of the public departments. This comprised £500 millions of 
54 per cent Exchequer Stock, 1966, at 994—as close as could be to existing 
market terms. ‘This was actually the largest cash issue ever made; and 
-although the size of a new Government issue is nowadays almost academic, 
since the bulk is taken up by the “‘ departments ” and peddled out by them 
on tap, the market appears to have been impressed. The formal statement 
that applicants for more than £5 millions received 74 per cent of applications 
is understood to imply that the public response was good, possibly for around 
a quarter of the total. Part of this, however, has been taken in exchange 
for the 4 per cent Conversion issue maturing in June. The new stock is 
particularly attractive to the banks; the 54 per cent coupon is 1 per cent 
above any other in the gilt-edged list. 

The calmness of the markets’ reaction to the Treasury upheaval must be 
taken to evince confidence that “‘ whatever else may alter, the strain will 
not be taken by the pound sterling’’. Mr Thorneycroft may even have 
elevated the protection of sterling to a political necessity; that would indeed 
mark a revolution in political priorities. He has certainly brought home to 
Tory politicians, and perhaps also to a wider public including in their 
hearts the Labour leaders, that putting sterling first necessarily involves 
putting something else second. Specifically, he has queried whether, given 
the growing commitment that they involve, the social services can be con- 
tinued in exactly their present form. When Lord Hailsham claimed this 
re-examination as a beneficial result of the dispute he reasoned, presumably, 
that Mr Thorneycroft’s sacrifice may make it easier for the Government 
to screw up the courage it has hithertg lacked. 

But while the Government has a chance to make good this sorry 
lapse, it must understand that it is not-likely to survive another, ‘The time 
factor is now heavily against it. The longer a restrictive policy is main- 
tained without results, the weaker is its psychological impact. It is vital 
that the inflationary battle at home, which now means wages, should have 
been clearly won by midsummer, when seasonal influences turn unfavour- 
able to sterling. Moreover, the world business outlook is still highly 
uncertain. America’s recession has gone deeper in recent weeks, leading to 
a second reduction in re-discount rates (see page 119) and in Germany the 
cut of 4 per cent, to 34 per cent, has been prompted primarily by the 
softening of the domestic economy. Britain’s restrictive policies are in many 
ways out of place at a time of deflationary tendencies overseas; but relaxation 
here is unthinkable while the danger of another general wage round remains. 
The Government in coming weeks will face some critical decisions. 
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London’s Overseas 


Credits 


ROLE IN A BEAR ATTACK 


HE exchange crisis of last summer, at a time of substantial current 

surplus, demonstrated with especial force the vulnerability of 

sterling to adverse capital movements. Sterling balances can be 

run down; sterling credits can be run up; and a speculative 
position can be created in the forward exchange markets. ‘These forms of 
bear attack, and especially the overseas credit facilities, have been loosely 
described as being of virtually limitless magnitude—implying that even 
after sterling balances have been run down to their effective minimum, an 
intolerable source of potential strain will remain as long as facilities for 
overseas borrowing in London are not drastically curtailed. A careful 
appraisal of London’s credit facilities and their role in the pressures of the 
summer suggests otherwise: that it is misleading to consider sterling credits 
out of relation to the two other major sources of pressure; that abuse has 
been much exaggerated; but that the authorities have been wise to clamp 
down on the more elastic channels of finance. 

The starting point of the survey is the volume of overseas sterling 
balances. At June 30, 1957, the holdings of all countries amounted to 
nearly £3,500 millions; but of these the holdings of non-sterling countries 
were only £569 millions, having been run down from £779 millions at 
end-1954. By September 19, they must have been lower still; but subse- 
quently the trend was reversed (so that the official figures for end- December 
will not be a guide to the crisis run-down). 

Whereas the fall in the balances of individual sterling countries, notably 
India, has been attributable mainly to their current needs, the movement 
in the foreign sterling balances reflected primarily a view of sterling’s 
prospects. A prominent recent example was the shifting of working 
balances by Scandinavian banks from London to Frankfurt. This was 
reversed when it became evident that sterling would not be devalued or 
the D-mark upvalued—and when the banks concerned realized that their 
access to London credit facilities, essential to the normal conduct of their 
operations, was endangered by the running down of their sterling balances. 
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This depletion had a direct bearing on foreign credit facilities in London. 
Many working balances had been drawn down well below the minimum 
levels required to finance the large amount of world trade that is transacted 
in sterling. For in general, London banks do not grant credit to 
banks or traders that do not maintain appropriate balances with them; 
and the normal practice is for their balances to be appreciably larger than 
their actual utilization of credit. 

During the summer months of 1957, however, as at all times of specu- 
lative crisis, sterling was being subjected to a double pressure. ‘The 
foreigner was on balance withdrawing deposits from London and at the 
same time was making greater use of London credit facilities. There is a 
limit beyond which this divergence of movements cannot proceed. It is 
set not merely by the actions and directives of the authorities but by the 
initiative of every bank and credit-granting institution in London—which 
react fairly quickly and vigorously to any withdrawal of balances by the 
institutions to which they are granting facilities. 


Financing Leads and Lags 


The use of London credit facilities to postpone payments due from the 
non-sterling world represents the financing of most of the leads and lags in 
current payments*—estimated in total to involve a swing of £200 millions 
each way, that is £400 millions, or $1,120 millions, between the extreme 
bear and bull positions. ‘The legal scope for such use of credit facilities is 
found in the provision in exchange control regulations that allows a period 
of six months in which the proceeds of export trade are to be remitted. 
Furthermore, under exchange control regulations bank credits can be 
opened in respect of UK exports for usances up to 120 days, though the 
more normal term is 90-day credit. These are documentary credits with 
the relevant documents attached to the bills and generally are opened under 
confirmed bank credits with London banks on behalf of the importers. 


These credit facilities begin to pull against sterling and the reserves 
only when there is a sudden increase in their utilization. Documentary 
credits are used in the normal course of events and represent the bread and 
butter of London’s international banking business. As has already been 
stressed, their utilization is normally kept closely in step with the working 
balances maintained in sterling by the foreign banks or firms for which the 
credits are opened. When sterling comes under serious suspicion, however, 
there is an undoubted tendency for these credit facilities to be more exten- 
sively used, sometimes to finance trade which in the normal course involves 
no credit facilities at all, An example is the export of whisky to the United 
States normally arranged on a cash against documents basis. In the course 
of last year some of this trade was switched to a credit basis. ‘The buyers 
in the United States opened 120-day credits with London banks; bills 
were drawn and discounted in Lombard Street. This is a perfectly normal 


$$$ 





* These comprise also accelerated purchases of exchange for imports; but scope for this 
is more limited, as most imports are bought for cash in the normal course. 
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use of London credit facilities; and if the gold reserves were large enough 
to take the impact of this change in the sequence of payments and receipts, 
no harm and a certain amount of commercial profit would ensue. Once 
again, a weak position sets up cumulative strains. 

Somewhat less familiar, though still well within the range of what used 
to be regarded as traditional international credit facilities granted by London, 
was the growing use in the course of 1957 of “‘ re-finance credits’. These 
can best be explained in terms of an actual transaction, say a sale of Aus- 
tralian wool to a buyer in the United States. ‘The Australian seller wants 
immediate cash and would normally draw a sight draft against a credit 
opened in London. This draft would be negotiated for him by his local 
bank and then sent for collection to London. In the normal course the 
draft would be met in London from funds made available by the buyer. 
It became evident in the course of 1957, however, that increasing use was 
being made of 90-day re-finance credits in London to meet such sight 
drafts. In this particular case the American buyer would open a 90-day 
credit with a London bank for the specific purpose of meeting the sight 
drafts drawn in Australia in respect of the sales of wool. In this way a 
sight credit was being converted into a usance credit. Bills were drawn 
under the 90-day credit, discounted in the market and the proceeds used 
in order to meet the sight drafts. 


Two Curbs on the Speculator 


This extension of London credits to finance trade between third countries 
is in no way unorthodox from a commercial standpoint; but it could be held 
to ‘create’ sterling in the hands of non-residents. ‘The use of these re- 
finance credits was obviously attractive for the foreign buyers of sterling com- 
modities speculating on devaluation; moreover, at the height of the exchange 
scare, the practice was also made remunerative to non-speculators 
covering their sterling requirements immediately through the forward ex- 
change market. At the prevailing discount on forward sterling, and 
allowing for the interest that the American firm would earn on the money 
it was maintaining in dollars by deferring its sterling payment, the American 
buyer of Australian wool could more than cover the cost of his credit 
facilities in London. ‘These operations in their turn helped to keep down 
the discount on forward sterling at a time when sterling was being heavily 
sold on speculative account, and thus encouraged and subsidized the 
speculative bear sales. The authorities took steps last September to close 
down these re-finance credit facilities and although the doors have by no 
means proved watertight, there can be no doubt that the use of such 
facilities in any new crisis would be much smaller than in the past. 

Another measure checking the excessive use, or abuse, of London’s credit 
facilities by non-residents was taken in the midst of the crisis, in late 
August. This comprised a reminder to London banks that their cash 
overdraft facilities to non-residents must be used with considerable circum- 
spection and must not be regarded as elastic. The general rule of UK 
exchange control is that no overdrafts may be allowed to non-residents. 
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In the normal course of business, however, certain overdraft facilities are 
allowed to foreign banks and large commercial organizations, mainly in 
connection with foreign exchange operations. ‘These are intended to cover 
the inevitable disparities in value dates for payments between various 
financial centres and to cover the small delays involved in the mail collection 
of cheques, the proceeds of which may have been sold by the foreign 
collecting bank before their remittance to London. 

Such overdraft facilities cannot be wholly dispensed with in an inter- 
national financial centre and an important foreign exchange market. They 
are intended to meet the inevitable mishaps and delays that must occur in 
the international remittance of funds. They are not intended to provide a 
permanent source of credit. It was found in the summer of last year that 


certain foreign banks were abusing these facilities by so arranging their cash 


positions with a large number of their London correspondents that their 
apparently haphazard and overnight facilities provided in fact a permanent 
overdraft and short position in sterling. By dint of collaboration between 
London banks and of detective work and guidance by the Bank of England, 
this temporary abuse of overdraft facilities has been effectively stopped. 

Other kinds of credit to which official eyes have been turned with critical 
interest in recent months are “ pre-finance credits’? and ‘ campaign 
credits.’ ‘The “ pre-finance credit” is intended to cover expenditure 
involved in a project before the goods in question enter into commercial 
circulation. ‘Timber sold by Scandinavia to a buyer in Britain may, while 
it is still standing, be covered by a “ pre-finance credit” which can be 
renewed several times. ‘These credits are in this instance intended to 
provide the wherewithal to finance the cutting and moving of the timber 
before it is shipped, and their commercial justification on orthodox banking 
grounds is in doubt. In certain trades the use of such credits is normal, 
but it is not surprising that the authorities in London should be looking 
rather more critically at proposals of this kind. ‘This applies also to 
‘“‘ campaign credits ’’, which can be used to finance not merely the move- 
ment of crops but their sowing and growing. A tomato crop, for example, 
can be financed from the time the seeds go into the ground by a “ campaign 
credit’ under which three months’ bills may be drawn and renewed two 
or three times as they mature before*they prove finally self- liquidating. 
No documents are attached to “ pre-finance’”’ or ‘‘ campaign credit ”’ bills 
and they are not particularly popular in the market. ‘The total of such 
bills outstanding is small, and could never have constituted a significant 
part of the strain on sterling. 

One suggestion that looms large in allegations of major abuse of London 
borrowing facilities in times of crisis is that lines of acceptance credits can 
be used to create finance bills and raise credit in London unconnected with 
any commercial operation. ‘This impression is completely mistaken. It 1s 
an echo of experience in the late 1920s, when “clean” credits, under 
which the bills drawn had no documents attached, were widely extended 
not only by London, but by New York, Amsterdam, and Zurich, to Central 
Europe and particularly to Germany. ‘These were an abuse of the accept- 
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ance credit and met their retribution in the moratoria and subsequent 
standstill agreements of the 1930s. That lesson was well learned not only 
by the banks and the discount market but by the Bank of England. Clean 
credits are no longer tolerated. Bills drawn under such credits would not 
be rediscounted at the Bank of England and would not, therefore, be taken 
by the market. Eligible bills in these days must have pinholes in them, 
i.e. they must show that at some time or other they have been attached to 
the appropriate shipping documents. 

Reliable estimates of the quantity of credits outstanding in the various 
forms, or of the magnitude of the fluctuations at times of bear pressure, 
are available only to the exchange authorities. In March, 1931, when the 
Macmillan Committee gave the last public figures, London banks held 
bills and deposits on overseas account to a total of £407 millions, against 
which they had extended acceptance credits to overseas customers of £153 
millions. ‘To-day, excluding the large sterling balances held for central banks 
and other official agencies, it is probable that the credit and overdraft 
facilities granted by the London market to non-resident banks and traders 
is somewhat nearer the deposit figure than was the case in 1931. It is to be 
hoped that the report of the Radcliffe Committee will publish the figures. 


Link with Forward Exchange 


The third main form of the capital pressure on sterling in a crisis is 
caused by sales of forward exchange. It is extremely difficult to draw the 
line in such operations between a genuine hedge against existing exchange 
commitments and outright speculation. ‘The greater part of the forward 
sales of sterling made in July, August and September of last year appear 
to have been made as a protection of sterling assets held by non-residents. 
Many foreign firms such as the oil and motor-car companies with sub- 
sidiaries or substantial commitments in sterling countries, are normally 
prepared to leave these unprotected by forward exchange operations. ‘They 
accept the exchange risk. If, however, sterling comes under serious sus- 
picion, there will be a tendency on the part of these firms both to shift 
their liquid funds from sterling to other currencies and to protect what 
cannot be thus shifted by forward exchange operations. ‘The interest cost 
may be considerable—against the dollar in the summer it reached 5 per 
cent a year and against the D-mark a peak of 15 per cent—but it is a 
premium they are prepared to pay to insure themselves against the risk of 
a substantial devaluation. 

Such operations, together with straight speculative operations, were 
entered into on a considerable scale last year. Dealings in forward exchange, 
whether commercial or speculative, do not involve recourse to London 
credit facilities; but, as intimated above, there is a link. If the forward 
market itself does not provide a natural equilibrium between supply and 
demand in forward sterling, and if on this particular occasion the forward 
selling of sterling exceeded forward buying of it, the dealing banks would 
cover their open positions by the necessary spot or cash sales of sterling 
against purchases of dollars, or whatever currency provided the counterpart 
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of the bear operation against sterling. The forward deals do thus involve 
a temporary loss of gold or exchange from the official reserve. 

But official intervention in support of forward sterling, while-it_reduces 
the banks’ open positions and thus their covering purchases of spot dollars, 
is likely to cause only a temporary alleviation in the gold drain, since the 
check it administers to the rise in the forward rate encourages further for- 
ward sales by private operators. ‘The authorities appear to have recognized 
this logic, and in the later stages of the crisis gave no support in the forward 
market. At the same time, the cost of forward speculation continued to be 
kept down, as described above, by the extended use of London credit 
facilities and the parallel buying of forward sterling; but to that extent the 
use or the credit facilities did not involve itself a bear operation against 
sterling. ‘Thus to some extent, bear pressures through use of London 
credits and through the forward exchange market tend to keep each other 
in check. 

Almost inevitably, then, means have been found at times of sterling 
weakness to use London’s regular credit facilities to extend short positions 
in sterling; in an exchange crisis, after all, virtually every commercial 
transaction offers merchants some scope to take an exchange view. But 
especially after the official ban on the facilities most liable to abuse, no 
case can be made out for suggesting that London credits could be made 
the basis for large independent and wholly speculative bear operations, 
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BRITISH BANKS IN TOWN AND COUNTRY 


Westminster Bank, Southend 


UNNY, shrimpy Southerd does not appear at first glance a place 
Sines one might go looking for interesting architecture, apart, of 

course, from the typical sedside architecture. It is the cockney equiva- 
lent of Blackpool and seems admirably fitted to provide for the consumption 
of quantities of bottled ale and jellied eels. But it does possess a number 
of interesting buildings, including a particularly fine Regency terrace high 
above the sea, the remains of one or two old cottages tucked away here and 
there and, on the promenade, the ghosts of bow-fronted Regency houses, 
hollowed out to form amusement arcades and the like below. 

The banking architecture of the town is not particularly inspiring, but 
the Westminster Bank featured here is an exception. This is a small 
building carried out with a high degree of finish and good quality. It is 
of gauged brick and ashlar with a little rough stone used towards the base 
of the building. The colour effect of the whole is good and the Tuscan 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


columns, or rather Roman Doric, are beautifully designed and cut. The 
building dates from 1899 and the style is a sort of very simplified late Vic- 
torian Jacobean—this is the only way to describe it. Its most interesting 
feature is the porch, a portion of which is seen on the left-hand edge of 
the drawing. This is really fine, with a balustraded cornice and a deep 
moulding running all round the door. The moulding is carved with a 
leaf and acanthus ornament of especially distinctive quality. This little 
touch of enrichment contrasts very agreeably with the plainness, almost 
severity, of the rest of the building. ‘The whole is capped by a green slate 
roof with white deeply moulded dormers. 
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Drama in High Finance 


O one can now say that the financial crisis of recent months 
has been a purely statistical affair of gold movements, exchange 
and interest rates and trade gaps, lacking all dramatic and 
human interest and, on that account, failing to strike home to 
the ordinary citizen. Immediately upon the measures of September 19 
we had the excitement of the alleged Bank rate “leak ’’, followed by the 
engrossing proceedings of the Inquiry Tribunal which have now ended in 
so resounding an acquittal of the journalists, politicians and bankers impli- 
cated. And now, as a bolt from the blue we have had the abrupt and 
totally unexpected resignation of the Chancellor of the Exchequer and his 
two attendant Treasury ministers. ‘There’s drama for you on the stage of 





high finance. 

As for Mr Peter Thorneycroft’s resignation, my sympathies are entirely 
with him and Messrs Nigel Birch and Enoch Powell. As a famous City 
banker said to me, “I did not think he had it in him—or that speech at 
Newport either’’. I have to confess that in the past I have done less than 
justice to Mr Thorneycroft. Six months ago I wrote in these pages that 
the country’s imperative need,was for a strong Chancellor of the Exchequer 

and that Mr Thorneycroft did not measure up to that specification. In 
retracting that phrase, I can only plead that up till then Mr Thorneycroft 
had been doing himself less than justice. He was in the position, in which 
it would seem that some of his ex-colleagues still are, of being afraid of 
the consequences of pressing on boldly with monetary action. It would be 
interesting to know what precisely brought about his conversion to the 
true monetary faith, apparently in late July or August. Some day, perhaps 
Mr Thorneycroft will tell us. 

In saying all this I have to confess, nevertheless, that I still find the 
circumstances leading up to his resignation rather puzzling. The Prime 
Minister suggested that it was all about a “ marginal” £50 million of 
expenditure. Mr Thorneycroft, and still more strongly Mr Birch, have 
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implied that there was no particular significance in this figure. What is 
quite clear is that the Treasury Ministers set their faces against any increase 
in national expenditure above the figure for 1957-58. But this dead-line 
figure, as Mr Thorneycroft revealed in his Newport speech, was not the 
figure of his original budget estimate of April last but that figure plus the 
amount of the ‘“‘ supplementaries”’ for 1957-58, now indicated to total 
around £160 millions. It was not £4,827 millions but probably something 
over £5,000 millions allowing for the supplementaries plus a probable 
increase in the National Debt interest bill. In other words, Mr Thorney- 
croft was willing to “‘ wear’ for 1958-59 an addition of, say, £200 millions 
on top of his original 1957-58 datum line, but he was not willing to “‘ wear ”’ 
an addition of £250 millions. 


‘¢Too Lax and Not Too Strict ”’ 


It is quite true, of course, that an increase of £50 millions on top of 
{£5,000 millions is in a sense worse than an increase of £50 millions on 
top of £4,827 millions. But what I do not quite understand is how he 
reconciles his willingness to accept this 1957-58 original plus very large 
supplementaries basis for 1958-59 (‘At no time have I pressed my 
colleagues to reduce expenditure to last year’s original estimate.... I have, 
if you like, taken the measure of our failure this year as the base line for 
attempting success next year’’.) with his belief (and Mr Birch’s definite 
assertion) that his colleagues were pulling back and refusing to cut their 
departmental commitments by as much as he thought they should. Not 
that | think that his belief was ill-founded—-I am sure, despite all the 
protestations of his ex-colleagues, that they still are not putting their whole 
weight behind the economy drive. Rather do I think that Mr Thorneycroft 
was putting his finger on the spot when he said that he himself had been 
‘too lax and not too strict ”’. 

Certainly it is not too easy, in view of the huge total of the supple- 
mentaries, to excuse his condonation for so many months of such rapidly 
rising expenditure. Even so, I applaud his resignation. His stand comes 
better late than never and we must hope that no longer able (for the time 
being) to serve England by his efforts, he will serve her by his example. 

And now what about Mr ‘Thorneycroft’s successor, Mr Heathcoat 
Amory? First of all we must acknowledge that, unlike some of his col- 
leagues, he has said no word in belittlement of his predecessor; he has 
expressed obviously sincere regret at his resignation, while declaring his 
inability to understand the reasons for it. 

Secondly, he has affirmed boldly, and again with obvious sincerity, that 
he intends to carry on Mr Thorneycroft’s “‘ tough, drastic deflationary 
policies ’’, that he adheres to the decision to hold public sector capital 
expenditure at the existing monetary total, that ‘‘ for the present’ he will 
continue to keep money scarce and expensive, that he will practise no 
appeasement and not be deterred from right action by unpopularity. 

We need not, therefore, be downhearted. Despite this unnecessary and 
inconvenient swapping of horses in the mid-stream of our financial troubles, 
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the prospects are not altogether unpromising. While the movement of the 
sterling exchanges has been a little disappointing—the dollar rate has not 
yet fulfilled its promise of reaching the upper “ gold point” of 2.82—it 
would seem that the balance of payments is turning more strongly in our 
favour than for a long time past. The trade gap of the United Kingdom 
in November and December together was, at any rate, less than half the 
figure which it had been averaging for many months previously. It seems 
evident that we are now getting the full benefit of the fall in basic material 
prices without suffering any offsetting disadvantages in falling export prices 
or loss of trade. Obviously that situation cannot continue for any length 
of time. If commodity prices continue to fall the volume or value, and 
probably both, of our exports must inevitably be affected. There is not 
much we can do about that except hope that the American recession, which 
is still developing, will before very long yield to the combined treatment of 
frantic spending on guided missiles and the relaxation of monetary policy. 

Meanwhile, at home the wages conflict has still not reached the expected 
climax. ‘The main effect of the monetary action of September 19 seems 
so far to have been-to prolong the negotiating process. ‘The unions seem 
less anxious to press their claims though unwilling to drop them. That 
argues a certain access of “ restraint’’ on their part, which is all to the 
good. But it has its disadvantages. It means that wages round 1958 will 
be less quickly disposed of and it means, therefore, that the monetary 
pressure must be kept up longer than it would otherwise need to be. Some 
people will dispute that, yet having regard to the tremendous psychological 
influence that the Bank rate has gained, I think it must be taken that it 
would be very risky to reduce it, so long as either the unions or foreign 
finance could regard the reduction as an all-clear for the wage claims. 

It now looks as though it will be May or June before the last of the 
major claims, presumably shipbuilding and engineering, are disposed of 
and though I do not suggest that the authorities must necessarily wait 
until then before starting to bring the Bank rate down, I do think that_in 
present circumstances it is better to run the risk of keeping the Bank rate 
up too long than of reducing it prematurely. And let us remember, a propos 
the wage claims, that the habit of expecting annual pay raises, irrespective 
of productivity, and well in advance of the cost of living, is very unlikely 
to be broken by a single shock treatment. It is not a case of smiting once 


and smiting no more. 


Shape of the Budget 


Nevertheless, I accept that it will almost certainly be right and proper 
some time in the next few months to begin to relax the credit squeeze. 4 
Only, I think, an almost miraculously quick and complete reversal of the F 
American trade trend could upset that conclusion. 

But that brings me to the other wing of the “‘ two-handed engine ”—the 
budget. The situation which Mr Heathcoat Amory now inherits from 
Mr Thorneycroft seems roughly as follows. Ordinary expenditure will 
amount to {£4,827 millions (last year’s original estimate) plus, say, £200 
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millions (the 1957-58 supplementaries plus extra National Debt interest), 
plus, say, £50 millions (Mr Thorneycroft’s abortive economies), minus any 
savings on the current year’s estimates, let us say {£77 millions, giving the 
total of £5,000 millions implied in the Prime Minister’s letter accepting 
Mr Thorneycroft’s resignation. That is the nearest guess one can yet 
make at the ordinary above-the-line expenditure for 1958-59. Then there 
is the ‘‘ below-the-line ”’ net capital expenditure. For 1957-58 Mr Thorney- 
croft estimated this at £587 millions, but the actual outgoings are running 
well above this level and even having regard for the Government’s public 
sector investment pledge, one must expect that the 1958-59 figure will be 
appreciably above {£600 millions. That would give a figure for total 
‘“ over-all’ budget expenditure in 1958-59 of at least £5,600 millions. 

Now for the revenue side of the account. Mr Thorneycroft’s estimate 
of ordinary revenue for 1957-58 was £5,289 millions. Judging by present 
appearances, the actual final figure should show a moderate surplus above 
this; it may well be in the neighbourhood of £5,400 millions. 

This brings us to the crux of Mr Amory’s budget problem. On the face 
of it he will not get enough revenue from existing sources in the coming 
year to cover his over-all expenditure. The “ natural ’’ or “ automatic ”’ 
expansion (which may not be as great as in recent years) will barely add the 
{200 millions or near it which looks like being needed to bridge the gap 
between this year’s actual budget revenue and next year’s actual over-all 
expenditure. 


Need for Over-all Balance ? 


But is it necessary to bridge that gap? Chancellors since Cripps have 
not thought so. Mr Thorneycroft thought he had done well a year ago in 
leaving only £125 millions to be found out of the voluntary savings of the 
people. But that was before the crisis. Since the crisis no less an authority 
than the Governor of the Bank of England has declared that the budget 
must be balanced “ over-all’. Many experts agree with him. The mere 
fact that he has said it will weigh with our foreign banking friends who 
now watch our financial behaviour with such critical, and as one may say 
proprietary, eyes. 

Personally, I think that the Governor is right. I think that Mr Amory 
should balance his budget over-all and that the “‘ public sector” should 
not in present circumstances look for any subvention from the ‘“‘ private 
sector ’’. I agree with what Professor Paish has said in the Spectator, that 
priority over tax cuts should be given to the relaxation of monetary and 
financial restrictions, by way of encouraging demand and _ particularly 
export demand. 

All the same, one cannot view with any complacency the prospect that 
the coming budget will bring no relief at all from the staggering load of 
taxation, and may even bring some addition to it. Yet, unless my guesses 
are wrong by hundreds of millions, with the errors all on the side of 
pessimism, that is the case. It is the case unless Mr Amory either runs 
the risk of not balancing over-all or unless, at this eleventh hour, he does 
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what Mr Thorneycroft resigned because he was not allowed to do, and 
discovers some substantial new economies. 

Is it too late for that ? It surely should not be. Among the main con- 
stituents of the supplementaries as we now know is a thumping addition 
to the agricultural subsidies. Already on last year’s original estimates they 
were down to cost us £224 millions, the equivalent of nearly a shilling of 
income tax. Now we have this trifle of an extra £54 millions clapped on 
to that. Personally, despite the large measure of unanimity which exists 
on farm policy among the political parties, I find it impossible to stomach 
this level of agricultural subsidization. I agree that there is a case for 
subsidies to bring marginal land into cultivation and keep it there. But 
this system of wholesale subsidies—price guarantees, deficiency payments 
and a whole string of other grants and reliefs—behind which British 
farmers now shelter from the harsh winds of overseas competition, is 
altogether too much. 

I refuse to believe that you will ever get an efficient agriculture on those 
terms. Mr Heathcoat Amory claims that as Minister of Agriculture he has 
notably raised the standards of British farming. He speaks in this matter 
as a poacher turned gamekeeper, though as one who is still proud of his 
poaching exploits. Let him now concentrate on his gamekeeping and 
drastically prune these tremendous State subventions to agriculture. This 
should be one of the most profitable fields for economy. 
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From the 
Bank Chairmen— 


HE annual statements from the bank chairmen have this year 

covered at least as wide a range of topics as in the past, and 

naturally have disclosed some differences of view; but on the 

salient economic issues of the year there is substantial agreement. 
Most of the chairmen welcome the measures of last September, much 
though they dislike the peculiar embarrassments to which they are sub- 
jected in their own businesses by the need to observe yet another quanti- 
tative “‘ directive ’’ over advances. Most of them seem satisfied that these 
measures will succeed in their objective if they are firmly pressed home, 
but some of them are not equally satisfied that they will in fact be pressed 
home. Only two of the statements appear to have been prepared, or 
specifically revised, after the resignation of Mr Thorneycroft, and both of 
these (from Mr Tuke, of Barclays, and Mr Robarts, of the National Pro- 
vincial) seem to sympathize with him—at least in the sense of hoping that 
there will be no departure from the Thorneycroft policy. And, as Mr Tuke 
put it, “‘to try to pass off an increase of £50 million in the estimates as 
being ‘ only a little one’ really will not do”’. 

The issue of retrenchment in public expenditure is, indeed, the one 
upon which the bankers most evidently agree, as can be seen from the 
brief extracts given below. Most bankers, not excluding the Governor of 
the Bank of England, have long emphasized that the attack upon inflation 
cannot succeed if it relies primarily on monetary policy and does not reduce, 
or at least check, the growth in public expenditure. Some of the bankers 
would like to see such pressure pushed to the point at which the Chancellor 
could show a balance or even a surplus “ overall’ after making substantial 
cuts in taxation And even those chairmen who this year raise a questioning 
eyebrow at the changing prospect for world trade and the effects of falling 
commodity prices upon Britain’s exports still do not seem to qualify their 
desire to see toughness at the Treasury. 

Two special features this year are the maiden address from Lord Monckton 
as chairman of the Midland Bank, and an unusual contribution from Sir 
Oliver Franks, of Lloyds Bank. Lord Monckton plunges more forth- 
rightly into the formidable array of topics, technical and otherwise, than 
some other chairmen have done in a first statement; but he does so with 
evident success. In another sense, too, he is obviously fitting readily into 
the banking fraternity: in his view about monetary policy he comes closer 
to the majority view than has been true of some predecessors in his office. 
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Sir Oliver Franks, as a member of the Radcliffe Committee, has naturally 
felt himself debarred from commenting upon “ monetary developments at 
home’. This left him free to devote virtually the whole of his statement 
to a closely reasoned scrutiny of the longer-range problems of international 
finance. ‘The result is an extremely lucid and very valuable contribution. 

Sir Oliver sees, one might say, three dimensions in sterling’s recent 
difficulties. ‘The first is domestic economic policy in Britain: this must 
always provide the foundation of strength. Secondly, there is Britain’s 
banking relationship with the sterling area. ‘This has worked by no means 
unfavourably to Britain in the past few years; but there is now a danger 
that too many claims will be imposed on Britain at once. ‘To discourage 
Commonwealth countries from holding their balances in liquid form, Sir 
Oliver suggests a combination of high long-term and (once the crisis is past) 
low short-term rates—a proposal, it may be recalled, that emanated from 
another Lloyds Bank source nearly two years ago in the context of domestic 
policy. As the subsequent debate in these columns showed, there are 
important objections to the thesis that low short rates help to further 
domestic credit restriction; and the reduction of Bank rate twelve months 
ago, believed at the time to be founded on that thesis, certainly did not 
have that effect. In practice, therefore, Sir Oliver’s principle of trying to 
fund sterling balances by the normal processes of the price mechanism may 
not always be reconcilable with the needs of domestic policy. 

But the stability of sterling is influenced also by weaknesses in the system 
of world payments as a whole. ‘The new danger to which Sir Oliver draws 
special attention ts that in a phase when world economic forces may (Sir 
Oliver hazards no predictions) be becoming deflationary rather than infla- 
tionary, the policies followed by creditor countries will become of decisive 
importance. Yet the Bretton Woods system provides no sanctions against 
creditors comparable with the sanction of ultimate bankruptcy provided 
against the deficit countries, which have been the most troublesome source 
of instability in the inflationary phase. ‘The real weakness of Bretton 
Woods may thus make itself felt: it is impossible to maintain stable inter- 
national exchange rates if dgmestic policies—-especially, now, those of 
creditor countries—are not adjusted according to international responsi- 
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bilities. ‘The strain is, of course, intensified at present by the shortage of 
reserves; and Sir Oliver makes two bold and important proposals on this 
front. But his central theme, which deserves the widest understanding, is 
the growing interdependence of the free world, and the need to reconcile 


b 


national policies to ‘‘ the general requirements of an international order ”’. 
We include below some of the highlights of Sir Oliver’s speech; a detailed 


summary will be found on page xlvi. 


On Retrenchment 


Sir Harold Bibby (Martins): ‘The Government, the nationalized industries and 
the local authorities must set a good example by practising what Ministers so 
freely preach by drastically cutting their own expenditure. ‘The budget must be 
balanced both above and below the line by a reduction in expenditure which will 
also permit a substantial reduction in the heavy burden of taxation. 


Mr D. F. Robarts (National Provincial): The inflationary trend is not likely to be 
overcome unless and until governments are able to cut down the disproportionate 
share of the national resources which they at present consume . . . and this will 
not be possible until public opinion has been educated to understand that constant 
demands on the Government for additional expenditure can only end in under- 
mining the economy of the country. 


Lord Aldenham (Westminster): If the future claims of private industry and the 
Commonwealth are also to be met, it really seems that the Chancellor will have 
to set his sights for public sector capital expenditure rather lower than £1,500 
million per annum if he is determined to have no recourse to inflation and thus 
to maintain a stable pound. 


Mr A. W. Tuke (Barclays): As for the capital expenditure of central and local 
government and of the nationalized industries, all that the Chancellor promised 
was not to allow more expenditure in either 1958 or in 1959 than was spent in 
1957; in other words, not to add any more fuel to the fires of inflation as (although 
it is almost incredible) he had apparently intended to do. A mere holding opera- 
tion... . On current account the Government’s civil and defence expenditure 
would, he said, be limited, which might have meant anything, and did in fact 
apparently carry a stricter interpretation in the mouth of Mr Thorneycroft than 
in the minds of his colleagues in the Cabinet.... All this reads to me like nothing 
much more drastic than a revival of the doctrine of the Macmillan plateau. 


Effects of the September Measures 


Lord Monckton (Midland): The results, judged by the immediately critical tests, 
were reassuring; but the measures themselves entailed awkward readjustments of 
business plans and arrangements. ... [They represented] more dramatic action 
than the domestic business situation, considered by itself, appeared to demand. . . 
[and] were a subject of some confusion and misunderstanding. 

Sir Thomas Barlow (District): It is encouraging to note that sterling derived 
strength from the sharp increase in Bank rate, and to realize that until the middle 
of this year it should benefit from favourable payments conditions. A_ high 
Bank rate, however, is costly. ... 

Str Harold Bibby: The Chancellor is to be congratulated upon the strength of 
his measures . . . such a high Bank rate . . . is exceptionally severe but has been 
justified . . . it should continue until such time as the green light is clearly seen. 


Mr Robarts: The raising of Bank rate . . . and the determination to use our dollar 
resources . . . proved effective.... [Mr Thorneycroft’s] unequivocal statement 
of policy clearly impressed responsible opinion . . . it was undoubtedly an important 
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factor in creating better sentiment about sterling. In view of this it is sincerely 
to be hoped that the recent resignation of Mr 'Thorneycroft involves no departure 
from the principles he laid down. 


Prospect for Business and World Trade 

Sir Eric Carpenter (Williams Deacon’s): There is always a possible danger that 
the restrictions could be maintained too long and produce something of a recession 
but it would be foolish to relax too soon.... The signs, however, are not wanting 
that the time for a reverse move is not very far ahead . . . [they] point to a state of 
affairs which will need careful watching. 

Lord Monckton: 'There are disquieting signs that the expansive process [in world 
trade] may have reached or be approaching an interval of hesitancy. ... For 
ourselves, what is obviously essential in the world conditions now prevailing and 
as far as can be foreseen is to avoid monetary over-expansion and any further 
diminution in the real value of the pound. 

Sir Thomas Barlow: 'There has been some slackening in [world] activity, and 
this has aroused anxiety as to the possibility of a serious decline in business. . . . 
The possibility of mounting [economic] tension abroad should make us the more 
determined to protect sterling by our own exertions. 

Mr Robarts: ‘The measures . . . have brought about a more cautious attitude to 
future commitments. ... Internal stability and external security of the pound 
have been elusive targets for so long that one hesitates to claim any lasting success 
for the. . . latest measures . . . [but] there appears to be a greater awareness... 
and a greater willingness to recognize unpleasant facts. 


On Wages and Consumption 

Mr Tuke: It is not very sensible to blame the Unions for making these repeated 
claims. Owing to inflation the demand for labour has for years past almost 
continuously exceeded the supply. The Union leaders . . . are only following 
an old capitalistic principle, now discredited, of taking advantage of a market 
shortage. 

Sir Eric Carpenter: Co-operation has never been more necessary than it will be 
in the next few months when the world will be watching closely to see whether 
wage increases are linked to greater production or are merely another round in 
the spiral. 

Sir Harold Bibby: Gestures, paid in advance, are useless. Any advance to higher 
pay must first be earned. 

7? ‘yz. y 7 ° ‘ . . . 
Sir Thomas Barlow: Nothing could create a worse impression . . . than that capital 
investment should be sacrificed to consumer demand. 


a 


On the Directives 

Lord Monckton: Not a happy position for a banker to have to sustain . . . for 
long. ... Selective credit control may prove to be . . . a blunt instrument. . .. 
We hope the authorities will . . . ensure that the restraints are lifted, as oppor- 
tunity offers. 

Lord Aldenham: Unprofitable to us and difficult to achieve. If we do achieve it, 
I see no reason why we should not subsequently get back to more free com- 
petition amongst ourselves. 


On International Payments and Sterling 

Sir Thomas Barlow: Burdensome as now appear our responsibilities at the centre 
of this [sterling area] system, it has to be remembered that the great bulk of 
world trade depends upon the international character of sterling, and justifica- 
tion for any sacrifice which may have to be made lies in the indirect benefits 
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to exports rather than in the direct benefits to earnings, important as these are, 
that accrue from this country’s traditional functions of banking, merchanting in 
commodities, shipping and insurance. 

Sir Eric Carpenter: It may be that in recent years we have been using too much 
of the resources which have come into our possession to invest abroad.... This 
is, of course, Quite a laudable thing to do, not without profit to ourselves in the 
long run.... If, however, at the present time we had these resources in liquid 
form... the present crisis . . . might not have arisen. 

Lord Monckton: Once again we were caught up in a “ crisis of confidence ’’ which 
demonstrated, not for the first time, that Britain’s fine post-war record as trader 
had been accompanied by over-expansion of her activities as provider of capital 
and by the comparative illiquidity of her position as international banker. 

Sir Oliver Franks: lf the outside world had been satisfied that our internal policies 
were sound, there would have been no crisis. Unfortunately, it is also true 
that . . . to avoid further inflation will not automatically ensure success in the 
vital task of rebuilding the reserves. Sterling being an international currency, 
we are necessarily affected by the general climate of world trade. 

Nothing can change our dependence upon overseas trade for a living.... The 
advantage of the [sterling area’s] pooling system is manifest. ... The difficulty 
is that during the next few years the conflict between the collective interest and 
sectional interests is likely to be acute.... The stability of sterling will depend 
to no small extent upon the co-ordination of the investment plans and general 
policies of the member countries. 

To say that the [Bretton Woods] system has served us well hitherto is not, 


of course, to say that this must always be so.... If our preoccupations during 
the next phase become those of deflation rather than inflation, . . . the policies 
‘ followed by creditor countries will be of decisive importance. ... One might 


say that, if over-expansionist policies can be suicidal, over-restrictive policies are 
undoubtedly fratricidal. 


On Duties of Creditor Countries 

Sir Oliver Franks: For a surplus country merely to prevent its price level from 
falling may not be good enough. Nowadays, deficit countries will not bring about 
a major reduction in prices through deflationary policies. . . . It follows that 
countries gaining exchange reserves have a greater responsibility than ever to 
allow money incomes to expand, even if that is not compatible with absolute 
stability in their internal price levels. 

Any country, clearly, is entitled to decide which [of the available] remedies, or 
which combination of them, it prefers to adopt; but it is not entitled, if 1t wishes 
to act as a loyal member of an international system, to reject all of them. 

Another condition for a smooth functioning of the Bretton Woods system is 
an adequate level of monetary reserves... . Sterling finances perhaps 40 per 
cent of world trade, yet the United Kingdom reserves are about half those of 
Germany and less than 4 per cent of the world total. ‘That is the most important 
single fact in the world currency situation. 

Once we have brought about a substantial increase in the reserves by our own 
efforts, . . . the question may arise of their being further fortified by some kind 
of stabilization operation. ... The fundamental fact is that the only ultimate 
source of dollars is the dollar area. 

On the other hand, it might be more suitable that an operation of this kind should 
take an international rather than a national form. ... ‘There might be general 
advantage for the world if the International Monetary Fund could move in the 
direction of becoming a super-central bank. ‘This implies that the controllers of 
the Fund should be permitted greater discretion in their operations . . . [and] 
that countries should be prepared to deposit exchange reserves with the Fund. 
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Belgium’s Different 
Treasury Crisis 


In Belgium, the tight money policy of Britain might think it an envtable one 
the central bank squeezes the Treasury —1s explained here by Mr Gavin 
as well as the commercial banks and the Gordon, who also describes important 
public. Departmental estimates have reforms that the Government, in conse- 
had to be reduced because the money 1s quence of its weak financtal position, 
not there. This intriguing system— has had to concede to the commercial 
some former occupants of high office in banks.—£DITOR. 


By GAVIN GORDON 


BRUSSELS, January 20) 


HE need for a number of reforms in the Belgian banking system 

has been evident for some time. ‘The matter has been recurrently 

raised in the reports of the National Bank, which has complained 

with some justice of the slenderness of the instruments at its 
command in the orthodox campaign it has successfully conducted since 
the war in maintaining the status of the franc. Reform has been repeatedly 
demanded by spokesmen for the commercial banks, complaining of the 
undue immobilization of their resources in compulsory lending to the 
Government at specially low rates of interest, and of the resulting lack of 
elasticity in their lending relationships with the business community. It 
was raised on a rather more official plane just over a year ago, and agree- 
ment was reached, without legislation, to make a further separation between 
the banks and the industrial-financial interests from which they sprang.* 
The other complaints, however, had received little apparent attention until 
M. Liebaert, the Liberal Finance Minister in the present Socialist-Liberal 
coalition, promised last April to deal with them. 

It was the crisis in the Treasury in October, 1957, following that of 
December, 1956, that eventually forced the issue. ‘This, indeed, may have 
coloured the reforms themselves, giving them the particular feature that 
one of their main objectives seems to be the coaxing of money out of private 
hoards into the banking system. ‘The banks themselves are not expecting 
quick results from this, in a country in which cash-hoarding habits are 
deeply ingrained and enhanced by the official preference for transactions 





* See ‘“‘ Banking Reform in Belgium ”’ by the same author in the November, 1956, issue 
of The Banker. 
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being settled through the postal banking system. ‘The banks, indeed, are 
officially regarded as competing unduly with the postal system, and it is a 
moral victory for them that they are regarded as useful as a potential 
repository for money that would otherwise be lying idle in the form of 
hoarded notes. With the note circulation at Frs 110,000 millions, or more 
than the total of bank and postal-cheque deposits together, the amount of 
these hoards is clearly substantial. 

The story begins in 1956 when, in the earlier part of the year, Belgium 
was enjoying an export boom which had its natural impact on the financial 
system through the banks. The money market was quite exceptionally 
liquid and interest rates were low all round. Unfortunately the charms of 
cheap short-term borrowing were such that a great conversion opportunity 
was allowed to go by the board. Inevitably the character of the boom 
changed and internal demand grew more and more insistent, so that the 
foreign trading account turned into deficit and the liquidity began to 
dry up. Interest rates turned upwards; and the public Treasury, which 
has been criticized by the National Bank for being unduly prone to stray 
near the edge of its overdraft sanction, was troubled bv inconvenient 
maturities and found itself without resources.* 

The crisis was dealt with by a double operation. ‘The commercial banks 
were persuaded to subscribe a special loan of Frs 2,500 millions to the 
State; this has been in progress of repayment through 1957. At the same 
time the National Bank was persuaded to put up almost exactly the same 
amount by discounting a Government note issued against a drawing right 
of $50 millions on the International Monetary Fund. ‘There has been no 
official explanation of why the drawing right was not exercised at once. 
This may be accounted for by the extreme urgency and by the fact that 
the IMF drawing rights are not designed for use as budgetary support; by 
March, when the right was exercised, the external balance had noticeably 
deteriorated, and the drawing therefore seemed more in harmony with the 
general purposes of the Fund. However this may be, the effect of the 
end-1956 arrangement was that the Government was put in funds to the 
tune of Frs 5,000 millions, and the public Treasury could breathe again. 

This, however, was a respite and not a solution. ‘The external payments 
accounts went on deteriorating, money grew tighter and two sets of events 
combined to make the Treasury look round for means to borrow. ‘The 
first was the slump in copper, and indeed in many other items of colonial 
produce, which upset the payments balance of the Belgian Congo and 
resulted in bills held by the central bank being presented for payment 
instead of for renewal. A large part of these—Congo Frs 2,400 millions 
between January and August last—consisted of bills issued in settlement of 
Belgian engagements met by the Congo in wartime; but they had been kept 
in bill form and the Congo central bank, needing liquidity, naturally turned 
to its second line of liquid assets. 


* In Belgium, exchange reserves are held not by the Treasury but by the central bank; 
hence an outflow of exchange does not, as in Britain, relieve to a corresponding extent the 
domestic finances of the ‘Treasury.—EDITOR. 
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The second difficulty arose inside Belgium. ‘The commercial banks are 
required to hold a very large part of customers’ deposits—for the big 
deposit banks the ratio is 65 per cent—in various forms of Government 
paper. The “cover coefficient ’’ was originally imposed as a safeguard 
against inflation, but recently the rule has been maintained for the obvious 
reason that it provides cheap finance for the Treasury. The long-term 
trend of bank deposits is upward; and, while the figure is rising, each fresh 
increase brings added finance into the Treasury, at 1{¢ per cent, and 
everybody is happy. Falling deposits, however, inevitably mean _ that 
money is taken out of the Treasury; and their association with monetary 
tightness means that the banks are unable to help the Treasury of their 
own free will. With the rather sharp down-turn in bank deposits after the 
spring of 1957, the ‘Treasury found itself in a market in which borrowing 
was bound to be difficult, and with its own problem intensified by short 
paper that was not being renewed. 


Clamping Down on Capital Exports 

The situation was not helped by the incentive to speculation provided 
by the apparent under-valuation of the D-mark. ‘The sums involved do 
not seem to have been very large, but at a later stage the owners of flight- 
capital balances were to come in useful as scapegoats. First, however, 
they were to be made useful in another way, a public loan being issued in 
New York and fully three-quarters of it subscribed by residents in Belgium 
who had moved their balances westwards via London. After this the export 
of capital seems to have been on a very small scale, but when the crisis again 
came into the open in October, it was upon the exporters of capital that 
the blame was laid for the re-introduction of exchange control. ‘The tech- 
nique used was to re-canalize the import and export trade, and other current- 
account remittances, through the official market, severely limiting the 
transactions that might be dealt with in the free market. The resu!t was, 
in the words of the National Bank’s 1957 report, to “ restrict the feeding 
of the free market with currencies in which capital transactions can be 
effected”. ‘The customary escape route had been through the acquisition 
of sterling balances for conversion into dellars in the free market. 

The Government appears to have done what a private debtor might 
have done in like circumstances. It looked round to see which of its 
engagements could be compressed or deferred, and which of its children 

the para-state organizations—could come to its aid. ‘The result was that 
local government finance very quickly felt the pinch; and the financing of 
anything non-governmental through the Caisse d’Epargne or the Société 
Nationale de Crédit a Industrie became increasingly difficult. Housing 
expenditure also was checked through the official finance organizations, and 
there have been stories of Government contractors being kept waiting 
for their money. It is not easy therefore to evaluate the claim of the Fin- 
ance Ministry that the budget is much nearer to a balance than usual. 

Inevitably the crisis came to the surface through the Treasury having to 
borrow from the National Bank in excess of the conventional limit of 
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Frs 10,000 millions. ‘The limit is set by a Statutory Convention between the 
Governor and the Minister, and is regarded as one of the great anti-inflation 
safeguards wielded by the National Bank. ‘The new Governor of the Bank, 
M. Hubert Ansiaux, was no more inclined to revise the Convention than 
had been his predecessor M. Maurice Frére. He entered the excess 
as a ‘Treasury current account in overdraft, and proceeded to read the 
riot act, which the law entitles him, indeed requires him, to do. To 
avoid any misunderstanding he circularized agents and branch managers 
with an explanation of the significance of the event, and copies of this 
found their way into the hands of the Belgian press. 

The excess overdraft went as high as Frs 2,675 millions. Meetings were 
held and a repayment scheme was agreed, and the instalments under it 
have been duly honoured. Big cuts were called for in departmental spend- 
ing; and a number of economies were put forward and may be in course 
of implementation. A public loan, for which arrangements were virtually 
finalized before the crisis broke, was duly issued, partly for conversion of 
some maturing bonds; and a modicum of new money was thus brought in. 

Meanwhile the Finance Minister had promised financial reforms, with 
particular reference to the National Bank’s recurrent plea that there should 
be a free market in Government bills. ‘The bringing forward of the reforms 
was associated with the crisis, which indeed seems to have influenced their 
content by calling for the inclusion of complex provisions to prevent falls 
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in bank deposits again putting the Treasury in Queer Street. This was 
done by extending the functions of the Fonds des Rentes, a quasi-official 
organ operated through the National Bank and hitherto occupied in 
absorbing call money balances for use to support the market in Government 
bonds. A main part of the reform is that the securities of the Fonds des 
Rentes are now eligible as part of the cover that must be maintained by the 
commercial banks; and these securities (mainly bills) will be issued to the 
banks when, with any increase in their deposits above the pre-crisis level, 
they need more cover to satisfy their legal obligation. 


Higher Returns on Government Bills 

The Fonds des Rentes is also enabled to issue bills by tender. This is 
a major innovation, since the issue of Government bills (apart from paper 
of 15 day maturity) has hitherto been mainly to the National Bank against 
Treasury overdrafts; the commercial banks, with their big cover holdings, 
have keen too congested with Government paper to want any more. The 
first of what are apparently to be monthly tenders has already been made. 
The amount offered, Frs 900 millions, was not large, and the bills were over- 
applied for and duly taken up at average rates well above the Bank rate of 
4} per cent (at which, incidentally, they are not eligible for re-discount). 

The balance of the Fonds is not shown separately in the National Bank’s 
weekly statement. It constitutes a masse de manoeuvre with which the 
National Bank, as manager of the Fonds, can operate an open market policy 

or will be able to do so when there is sufficient “ free’ paper in circu- 
lation to constitute a market. ‘The balance in question, of course, is subject 
to such calls upon it as may arise to redeem paper coming back from the 
commercial banks in the event of any fall in their cover requirements; but 
the Fonds can have an overdrawn balance at the National Bank. 

There is a rigid differentiation between the Treasury account and the 
account of the Fonds des Rentes, and the balance of the latter does not 
support the former. One effect of the new arrangement is that the ‘Treasury 
has given up its right to cheap finance from the banks that would previously 
have been provided by the resumption of the long-term upward trend in 
deposits. On the other hand, it is no longer exposed to unpredictable 
repayments when deposits are falling. It retains, however, the first 
Frs 20,000 millions of the banks’ cover-money, still at 143 per cent, and 
pays higher rates (depending on Bank rate) on the difference between this 
and the amount of cover paper in issue at the time of the crisis. The 
banks had long complained about the low rates at which they were com- 
pelled to lend; but the extra revenue now accorded them from these lend- 
ings is specifically earmarked to be spent in paying higher rates of interest 
on their customers’ time deposits. The aim is to provide a lure for 
hoarders of cash to bring their balances into the banking system. 

Belgium’s general economic position is difficult. Exports have hitherto 
remained high, but apparently only at the cost of orders on the books, and 
there are by now very real prospects of the figures turning downward. 
The Government has turned abroad for money. It has raised Frs 3,300 
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millions by eleven and fifteen months’ borrowings from commercial banks 
in Germany and Switzerland, and has borrowed Frs 1,000 millions of gold 
from the Congo central bank. It thereby acquired a credit with the National 
Bank of Belgium. ‘These operations, which it may or may not be possible 
to repeat, have for the time being eased the tightness of the money market; 
and the effect has apparently been enhanced by a running down in industry 
of stocks in the face of an already evident industrial recession. A new 
Government loan has been put into issue, and appears from preliminary 
reports to have had a fair measure of success; but it is not possible to say 
how far the present conditions of easier money are temporary. The path 
of safety is to create conditions in which loans can be more easily raised— 
primarily, through an increase in bank deposits at the expense of cash hoards. 

Hence, of course, arises the campaign into which the banks have been 
urged to lure into their coffers the bank notes unnecessarily held by the 
public. There can be no doubt that a substantial sum is hidden under 
kitchen or bedroom floors, partly for fear of the tax-gatherer and partly 
through ignorance of the uses to which money can be put. It may be that 
the campaign will, in due time, bring in a sensible volume of deposits; but 
it is a matter of overcoming very established habits and this cannot be done 
overnight. On the other hand, the Government could, by a stroke of the 
pen, instruct some of its own agencies to accept payment by cheque, and 
thus enormously reduce the overnight cash balances that now have to be 
carried by various types of business. Shipping and forwarding agents 
complain, for example, that they are often forced to carry hundreds of 
thousands of francs in their safes, and send messengers with big sums for 
long port-to-port journeys, simply because neither the Customs nor the 
railway companies will accept cheques—not even a banker’s certified cheque. 

This is not the result of ignorance. It is the result of regulation, which 
apparently has its origin in the Government’s own desire to minimize 
competition with its own postal cheque system.. This extremely efficient 
system is the means by which most salaries are paid and handles an 
enormous proportion of the business transactions not settled for cash. It 
has a turnover equivalent to some £60 millions sterling per day (against, 
apparently, under £100 millions in the banks) and the non-Government 
deposits represent an interest-free loan to the State of over Frs 20,000 millions. 
From the official standpoint, therefore, competition is to be deplored; but, 
in modern conditions, it has to be admitted that the postal cheque system 
is not a bank, does not grant overdrafts or advise customers on financial 
problems, or deal with stocks and shares or commercial documents. 

This means, of course, that the postal system has little advertising appeal 
calculated to attract deposits from the man who has hitherto kept his 
balance in a private hoard. For this purpose the banks are better placed; 
and, though the Treasury has now forgone the right to borrow auto- 
matically sixty-five francs for every extra hundred the banks manage to coffer, 
it is the biggest borrower in the market and will reap the biggest benefit if 
a switch from holdings of notes to deposits should alleviate the stringency 
of credit. Even a competitor can be useful. 
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Credit Expansion at 
Seven per cent 


NO PARADOX OF DEARER MONEY 


HE credit trends of this past year of abnormally dear money 

may appear, at first glance, more than usually bewildering: but at 

second glance they ought to be more than usually instructive. 

They demonstrate even more clearly the truth of the proposition 
that emerged twelve months ago—that a rise in short money rates will not 
necessarily enforce a contraction of credit and may not even prevent an 
accelerated expansion, at least in the short run. In 1955 the first increases 
in Bank rate in this cycle (from 3 to 4} per cent) did indeed succeed in 
reversing the long trend of credit expansion, and very strikingly, for net 
bank deposits declined over that year by almost £300 millions, or 43 per 
cent. But the downward momentum spent its force within about fifteen 
months, and in the calendar year 1956 net deposits rose again, on balance, 
by £44 millions, in spite of the further increase in Bank rate, to 5} per 
cent, early in the year. Now, in this past year, although Bank rate has 
stood for fully three months at the extraordinary level of 7 per cent, and 
although it has averaged through the year } per cent more than in 1956, 
the credit expansion has been sharply accelerated. Aggregate net deposits 
of the clearing banks rose in 1957 by £211 millions, to £6,516 millions, or 
by 3.4 per cent. The two years of abnormally dear money thus witnessed 
an expansion that wiped out most of the contraction brought about in the 
year of moderately dear money. The 1957 rise, moreover, ranks with the 
biggest experienced during this past decade—the {£216 millions of 1953 
and the £231 millions of 1948.* 

These latest figures, which show the paradox of recent experience more 
strikingly than hitherto, will doubtless be seized upon by some com- 
mentators as a new “ proof”’ of the foolishness of any longer regarding 
dearer money as an effective weapon against inflation. But, whatever the 
true worth of that weapon, any such argument tries to prove too much. 
The most that can be deduced from evidence of this sort is additional 





* To avoid a false perspective, it should perhaps be noted that the aggregate increase in 
these three peak years of the 1948-57 decade was still appreciably less than occurred in 4a 
single year during the Daltonian extravaganza of 1946; in that year deposits rose by £779 
millions, or by 16.7 per cent. 
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support for the now widespread view that, in order to produce any given 
effect, measures of monetary restraint may now have to be pressed further, 
and to be consistently maintained over a longer period, than would have 
been necessary in former times. It has also to be borne in mind that the 
movement of bank deposits is not in itself any dependable indicator (at 
least in the short run) of the effectiveness of such measures. If the object 
is, as since September Britain’s object has avowedly been, to stabilize or 
reduce the aggregate of demand by stabilizing or reducing the volume of 
money, the policy directed towards this end must take account of both the 
principal ingredients in this volume—not only the actual amount of bank 
deposits but also the rate at which they are being activated so as to be a 
source of demand. A deposit that remains entirely undisturbed for, say, 
twelve months, exerts during that period no inflationary effect; and a 
transfer of deposits from an active to an inactive holder may be just as 
disinflationary as an equivalent extinction of deposits. It is significant 
that the whole of the 1957 increase in gross deposits occurred in the interest- 
bearing deposit accounts; these have risen by nearly £300 millions since the 
rise in Bank rate. - 

Even so, allowance for this obvious but often overlooked factor of credit 
velocity still does not resolve the paradox of these past three years. If the 
flow of payments through the Town and General Clearings in London is 
indicative of money turnover as a whole, then the “ activated’ money 
rose in 1957 by 7.3 per cent, whereas the average level of gross deposits 
at clearing banks during the year rose by only 2.3 per cent. During 1956 
the Clearing House total had risen by 5.4 per cent (while average deposits 
fell by 2? per cent). ‘These London clearings, being heavily weighted by 
financial transactions, almost certainly overstate the credit velocity in the 
“business” circulation; it is noteworthy that at the Provincial Clearing 
Houses the expansion last year was only 3.1 per cent. It may be noted, 
too, that both in London and in the provinces activity tended to lessen after 
the rise in Bank rate. 


Fallacies about Velocity 


The fact remains that, thus far, the rise in interest rates and other 
measures of monetary restraint do not appear to have prevented an expansion 
of the total effective volume of money—and did not even do so in 1955, 
when aggregate deposits were substantially reduced. ‘This fact has lately 
been cited not only as showing the inadequacy of the particular monetary 
policies followed during this period but also as proving the “ fallacy” of 
the policy specifically enunciated last September of trying to control demand 
by controlling the ‘‘ supply ” of money (as Mr Thorneycroft put it). These 
heterodox critics have chosen to assume that when the Government talks 
about money “‘ supply” it means only the physical amount—the level of 
bank deposits (or even, conceivably, the level of advances alone)—and they 
then argue that whatever success it may achieve in stabilizing that quantity, 
it will still leave the business world with an escape route from the squeeze, 
because of a capacity to increase credit velocity. 
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Grotesque though this argument is, it has deceived many people who 
ought to know better. ‘They need to be reminded of three facts that should 
be self-evident. In the first place, the traditional measures of credit 
restraint, which work through market processes as distinct from arbitrary 


directives, are not (and cannot even be) directed towards only one of the 


two elements in money supply. A rise in short-money rates, for example, 
may or may not cause the level of deposits to fall (this will not happen 
unless the rise in rates either makes the banks less liquid or makes them 
desire more liquidity). But it will certainly exert some effect upon credit 
velocity, even though the forces it sets in motion will often be contradictory 
and to that extent self-cancelling. Secondly, though the two elements in 


money supply may move at times in opposite directions, they are not inde-_ 
pendent variables: complex interactions occur between them. Thirdly, f 


TABLE I 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 
(Z millions) 
1949 1950 1951 1952 1953 1954 1955 1956 1957 


Deposits .. - + 2 +166 - 36 +127 +235 +247 -329 -+-44 +273 
** Net” Deposits - 51 +136 - 65 +119 +216 +188 -298 44 +211 
Liquid Assets .. +484 +330 -440 +227 +-133 - 78 90 20 +172 
Cash - -30 + 9 - 9 +19 - 8 29 - 6 + 6 29 
Call Money a - 86 + 21 + 6 - 69 -—- 28 - 3 + 9 - 2 21 
Bills bs ied 368 -:+-299 ~437 +277 --169 -104 87 +15 +123 
TDRs wa .. —604 -—-338 -354 -102 —- —-. “== —— — 
Investsplus Advances +-179 = -+-137 723 + 1 + 85 +268 -383 +-26 + 37 
Investments .. ~+ 34 + 16 +438 183-127 78 -337 -36 -+- 68 
Advances .. +145 +121 287 -182 -—- 42 191 — 46 +61 — 32 


these “‘market’”’ processes of credit restraint, whatever their direct or 
most visible effects, will always exert a large part of their force through 
their influence upon confidence—upon expectations of making profits or 
avoiding losses, or from profiting from postponing or accelerating pur- 
chases, and like attitudes of mind. And “ confidence ” is obviously one of 
the major determinants of “ velocity ”’. 

It is absurd, therefore, to suppose that monetary policy, however 
described by Chancellors of the Exchequer, is not directed towards the 
effective volume of money as a whole. [If a restrictive policy fails to con- 
tain demand, then it has failed altogether, whether or no it has “‘ succeeded ” 
in reducing the amount of deposits. An increase in velocity is not then 
some device that may be employed to circumvent the restraints. If it 
occurs it is simply one of the signs tending to show that the restraints have 
not been strong enough, or kept on long enough, or are believed to be 
lacking in determination and “ follow-through ”. ”. If the public once 
becomes convinced that a restrictive policy is likely to succeed, there will 
be no risk that any constriction exerted upon the amount of deposits will 
be offset by an increase in credit turnover; on the contrary, that would thea 
be likely to decline, and thus to become a reinforcing influence. 
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That the volume of money, and especially the velocity ingredient in it, 
has continued to rise through these three years of dear money is, therefore, 
simply another manifestation of the obvious fact that the forces of boom 
and of inflation have been stronger than the forces of monetary restraint 
that have been pitted against them. ‘The inadequacy of these opposing 
forces has doubtless reflected an insufficiency of political courage, especially 
during the second half of 1955 and 1956 and the early months of last year. 
But it has also stemmed in part from misunderstandings about technique 
from undue reliance upon advances “ directives’, especially the Butler 
request of mid-1955; from failure to perceive at first the central importance 
of liquidity ratios; from hopes of shielding the gilt-edged market; and 
then from the contention that, if credit restraint depends upon funding, it 
must require a rising gilt-edged market, and even a reduction in Bank rate 
to make short securities less attractive relative to long. 


Nemesis in the Gilt-edged Market 


These last two propositions, which were prominent in official thinking 
when Mr Thorneycroft was taking up the reins twelve months ago, caused 
public bewilderment and misconception at the outset (when the February 
cut in Bank rate to 5 per cent came to be seen, inevitably if unintendedly, 
as a “‘ green light’’) and bitter disillusionment eventually (when the gilt- 
edged boomlet petered out after the Bank rate reduction and the “ Eternity ”’ 
stock issue, and later gave place to the market débacle of the spring and 
summer). With these exceptions, however, official policy in the monetary 
sphere last year suffered less from any new mistakes than from the nemesis __ 
of old ones—a nemesis reflected in a rising public conviction that the policy ~ 
never would be strong enough. ‘This deeper wave of pessimism about the 
future of inflation arose most notably, of course, from the cardinal non- 
monetary mistake—the rail wage award—but that had major repercussions 
upon monetary policy. The plight to which the gilt-edged market was 
reduced made the vital funding process virtually impossible—unless_ and 
until interest rates were lifted to an entirely new level, and unless and 
until the Government could live down the distrust that had been aroused. 
The new approach, signalled by the 7 per cent Bank rate, was delayed 
until the gold reserves had sunk to a very low ebb, and probably would 
never have been made except under the compulsion of the immediate crisis , 
in the exchange market. In the circumstances, it was evident even before 
Mr Thorneycroft’s resignation that some time must elapse before the 
Government could prove the quality of its determination. 

It is perhaps not surprising, therefore, that the paradoxes of the year’s 
credit experiences were by no means confined to the period of the 5 per 
cent Bank rate. Only in the three months most affected by the run on 
sterling was the trend of deposits more restrained than in the corresponding 
period of 1956. During the first four months, in spite of the phenomenal 
decline in the tender issue of bills (by £770 millions, compared with only 
{260 millions in 1956) the banks’ liquid assets contracted only moderately 
more than in the previous year (by £466 millions, compared with £432 
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millions), a disparity doubtless attributable to a running down of overseas 
and other “ outside’ holdings of bills. This extraordinary rate of fund- 
ing was actually associated with a slightly smaller rate of decline in bank 
deposits than occurred in 1956, and brought only two banks to the point 
at which investments had to be sold to protect liquidity. Advances 
meanwhile had turned upwards, yet this rise could thereafter be accom- 
modated without any pressure to sell investments, thanks to the rapid 
rebuilding of liquid assets (these rose by £280 millions in May-July). In 
this phase the Treasury’s “ visible ’’ cash deficit after allowing for known 
borrowings, etc., was substantially smaller than in the similar period of 
1956, so that the sharp increase in the tender issue presumably reflected 
the needs of the Exchange Account and the inability of the authorities to 
keep sales of stock in step with stock repayments (represented by the “ out- 
side ”’ portion of the June maturity and advance purchases of the November 
maturity). In these three months net deposits rose by £308 millions, twice 
as fast as in 1956, and Lloyds seasonally-corrected index rose from its low 
point of the year, 105.6 in April, to 108.8. 

The following two months of catastrophic strain on the gold and dollar 
reserves provided the Treasury with enough sterling finance to offset, 
temporarily, these expansionary forces. Although the visible domestic 
cash deficit was only a little smaller than in the similar phase of 1956, the 
tender issue of bills rose by only £120 millions (compared with £290 millions), 
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and bank deposits declined moderately, against the seasonal trend. ‘They 
also declined fractionally in November (though less than in November, 
1956, the month of the main Suez strain on the reserves), when Lloyds 
index was down to 107.5. 


Changes Since the Rise in Bank Rate 

Then, in the final six weeks of the year, credit expansion far surpassed 
the seasonal norm. Net deposits rose by no less than £280 millions, 
exceeding the abnormal 1956 expansion by £63 millions, and carrying 
Lloyds index up 2.4 points to 109.9, its highest since March, 1955. Most 
of this expansion was represented by liquid assets, which rose by £260 
millions, making a growth of £386 millions in the final quarter of the year 
(more than twice the increase shown twelve months previously). In those 
three months (actually in the period since the rise in Bank rate) the volume 
of tender bills mounted by £350 millions, in contrast with only £10 millions 
in 1956. The liquidity ratio was thus raised to 38.4 per cent by the year- 
end, and again averaged 35 per cent over the twelve months, 

In this 7 per cent portion of the year aggregate advances declined by 
{73 millions, to £1,881 millions, but in spite of the new directive under 
which the banks have been operating since September, this was a smaller 


TABLE II 
CLEARING BANK AGGREGATE FIGURES* 
(£ millions) 


At December 31 Average of Months 
1945 1956 1957 1945 1956 1957 
Deposits . i .. 4849.8 6655.8 6929.0 4692 6288 6432 
“Net " Depositst i 4659.5 6304.9 6515.9 4552 6012 6135 
Liquid Assets. . i, - 1157.6 24G1 3 2664 .0 886 2218 2256 
Cash a _ Se 536.2 571.4 600 .6 492 516 526 
Call Money oe ” 252.2 504.6 525.4 206 431 439 
Treasury Bills \ 369.2 f 1275.4 1402.9 188 1157 1143 
Other Bills ff °° is — >) See 135.1 114 148 
Treasury Deposit Receipts. . 1523.0 - 1811 — 
Investments plus Advances .. 2048 5 3892 9 3929.8 1924 3875 3960 
Investments - - 1233.9 1980.4 2048 .7 1156 1978 2008 
Advances .. - sa $14.6 1912.5 1881.0 768 1897 1952 


* For comparisons ot the principal ratios, and also changes during the latest month and 
year, see the regular series of tables on pages 130-132. + After deducting items in course 
of collection. 


decline than had occurred in the previous three months, from the year’s 
peak of £2,080 millions. ‘The total decline rather more than offset the 
expansion of the first half of the year, leaving a net decline of £32 millions, 
compared with an increase of £61 millions in 1956. The fall during the 
past half-year has been mainly attributable to the private sector, but the_ 
net fall over the year, like the net increase in 1956, was mostly represented 
by changes in bank advances to the nationalized industries. 

The exceptional steepness of the rise in deposits and liquid assets in the 
last phase of the year must be presumed to be due to two main factors— 
first, the same sort of difficulties that had beset Treasury finance earlier in 


109 





At Dec 31 1945 


TABLE III 


CLEARING BANK LIABILITIES 
(£ millions) 





Harclays .. 1008.0 
Lloyds .. 867.5 
Midland .. 1059.6 
Nat Provincial 619.4 
Westminster.. 642.4 
Martins so weed 
District . £09.3 
W. Deacon’s.. 84.8 
Glyn Mills .. 67.9 
Coutts i 41.9 


National 1 61.0 


1955 


1378. 
1190. 
1429. 
833. 
844. 
310. 
243. 
137. 
55. 
50. 
83. 


* Excluding balances from subsidiaries and excluding profit carried forward. 
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1 
6 
8 
5 
0 
4 
1 
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DeEpositTs* 
1956 1957 
1401.1 1502.8 
1197.1 1257.5 
1446.0 1478.8 
814.5 830.7 
849.8 880.6 
324.1 333.9 
241.9 253.6 
135.3 135.9 
56.9 60.8 
49.2 50.3 
85.3 89.3 


TABLE IV 
MAIN EARNING ASSETS* 
(£ millions) 


Chang 
in 195 
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-21. 


7-—~————_ INVESTMEN Tst ——— 

lt Dec 31 1945 1956 1957 
Barclays - 220.7 475.7 492.9 
Lloyds sh 221.2 369.6 367.8 
Midland os 259.4 411.8 453.4 
Nat Provincial 133.1 218.3 217.4 
Westminster . . 172.5 240.7 251.6 
Martins - 68.4 88.5 88.7 
District = 60.9 72.2 75.8 
W. Deacon’s.. 29.2 37.7 35.3 
Glyn Mills .. 21.4 13.4 12.9 
Coutts “ 18.3 14.3 11.3 
National se 26.8 23.7 26.1 
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168. 
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1945 
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1956 


368. 
336. 


398 


256. 
254. 
86. 
72. 


49 


21. 
16. 
33. 


WWW OOQA~!— Ch 


‘ 
ACCEPT- 
ANCES, ETC 
1956 }§=1957 
44.5 44.0 
157.8 181.0 
53.6 62.4 
36.2 36.0 
78.1 107.9 
23.6 20.7 
18.1 25.2 
.2 Sea 
5.9 7.4 
2.2 2.0 

1.4 1.4 


1957 


376. 
327. 
398. 
240. 


248 


91. 
67. 
45. 
18. 
16. 
XB 
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Change 
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* Figures for 1945 are inserted to indicate growth of these assets since the war, but it 
should be remembered that at end-1945 the clearing banks held £1,523 millions of ‘Treasury 
deposit receipts, equivalent to 31 per cent of their deposits (see Table II). 
t Excluding balances with, or loans to 


t Excluding ‘ Trade ”’ 


investments, 


subsidiaries. 
C'ash 

At Dec 31 1956 1957 
Barclays. . a ee 133.4 
Lloyds .. - 94.4 104.5 
Midland ce foe bay. 
Nat Provincial . . 72.0 72.4 
Westminster... $2.0 77.6 
Martins .. a 28.0 32.0 
District .. ay 20.6 21.4 
W. Deacon’s .. 12.4 12.8 
Glyn Mills 6.0 7.4 
Coutts .. a 5.3 4.2 
National 7.3 7.4 


etc. 


, TABLE V 


¢{/° millions) 


Call Money 


1957 


1956 


109.8 
76.2 
106.4 
62.2 
69.8 
25.9 
14.7 
10.6 
9.6 
5.6 
13.8 


111. 
87. 


NMimnyisIlbho Ss 


Ww NO 


LIQUID ASSETS 


8 


) 
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Bills 

1956 1957 
285.5 325.2 
242.1 276.6 
375.6 351.0 
169.5 203.7 
170.2 206.0 
82.9 75.8 
51.4 55.7 
20.5 21.5 
3.4 6.4 
6.5 8.0 
7.8 8.1 


Liquidity 
Ratios* 
1956 1957 
36.3 37.6 
34.4 37.2 
41.3 39. 
37.2 88.3 
37.6 39.0 
42.1 11.0 
35.7 39.2 
32.1 35.4 
33.4 41.0 
35.1 40.6 
33.9 33.3 


* As officially computed, i.e. based on deposits as defined for purposes of the monthly 
statements. 
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the year and, secondly, the change of atmosphere in the foreign exchange 
market. ‘The Exchequer overall deficit during the fourth quarter was 
roughly the same as in the final quarter of 1956, but net borrowings from 
tax certificates, savings securities and the rising note circulation were some 
{70 millions less, while in mid-November finance had to be found to 
redeem the residue of the £500 millions 2} per cent Stock remaining outside 
official portfolios (by mid-October that amount had been reduced to below 
£100 millions). On top of this, the additional strain put upon the Treasury’s 
domestic finances by Britain’s current surplus on the external balance of 
payments was in this phase being supplemented, whereas previously it 
had been eased, by the speculative factors playing upon sterling. Both 
these groups of factors have made the ‘Treasury’s inability to borrow 
sufficiently through the gilt-edged market the more embarrassing. It 1s a 
depressing commentary upon the year that, broadly speaking, bank deposits 
have been kept from rising only at the time of major flight from sterling. 
This makes it very plain that the chances of arresting credit expansion 
now depend not only upon external but especially upon internal confidence 
in the ability and determination of the Government to achieve the objectives 
to which it pledged itself last September. ‘The portents, however, are not 
unpromising. ‘Thanks to the rise in interest rates, the demoralization of 
the gilt-edged market is giving place to a condition in which effective 
funding may soon be possible. 


Bank Profits and Dividends 

This year of increased deposits, rising banking turnover and dearer 
money has not, as some had expected, proved more profitable to the banks 
-even though they have again virtually escaped from the embarrassment 
of having to sell investments on adverse terms, and even though their bad 
debts have again been negligible. ‘The average level of Bank rate, as already 
noted, was not in fact much above the 1956 average, and the average 
Treasury bill rate actually declined slightly, chiefly because of the marked 
widening of its margin below Bank rate that occurred in the early part of 
the year. Deposit rate, on the other hand, kept in step with Bank rate. 
This disparity in the behaviour of rates paid and rates earned (advances 
rates probably kept in step, but investment yields naturally lagged far 
behind) proved especially onerous, because of the large further switch of 
funds from current to deposit accounts. The latter averaged £166 millions 
more than in 1956, and their growth from year-end to year-end amounted 
to £351 millions (14.7 per cent), so that the pressure they put upon gross 
earnings threatens to be even greater in 1958. The banks also faced in 
1957 a further rise in staff costs and administrative expenses in general. 

These factors were set against the advantages from the higher level of 
aggregate funds (and notably the 3 per cent rise in the average level of 
advances) and the increase in turnover and commissions. On balance, 
true earnings were probably not very different from the record volume 
achieved in 1956. Two banks, as the accompanying ‘Table VII shows, 
announced slight increases—the National Provincial by 1.6 per cent and 
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the District by 1.5 per cent. ‘The declines ranged up to the 4.6 per cent 
shown by Martins, but aggregate profits dropped by only about 1 per cent. 

Dividends, in every case, were either maintained at the 1956 rates or 
conformed to the indications given at the time of the capital schemes carried 
through during the year. As will be seen from Table VII (and especially 
from the tabular footnote to it) such schemes involved increased distri- 
butions by five banks, and notably by the Westminster and National 
Provincial. All the six clearing banks that have hitherto adhered to the 








TABLE VI 
“BIG FIVE” PROFIT COMPARISONS 
Change 
1953 1954 1955 1956 1957 in 1957 
4, - 7 4, 4, £. f, p 4 

Barclays .. 2,300,150 2,549,399 2,645,381 2,917,112 2,861,407 -1.9 
Lloyds .. .. 2,083,781 2,186,072 2,322,439 2,541,793 2,502,391 -1.6 
Midland .. 2,127,202 2,397,597 2,654,110 2,888,443 2,846,687 -1.4 
Nat. Provincial. . 1,765,768 1,827,044 1,882,139 2,030,483 2,061,966 -+-1.6 
Westminster .. 1,474,736 1,623,197 1,708,316 1,865,050 1,852,481 —0.7 
9,751,637 10,583,309 11,212,385 12,242,881 12,124,932 -~O.9 
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TABLE VII 
PROFITS AND APPROPRIATIONS 
( £,000’s) 


(Dividends paid before the increases began in 1952 are indicated in the first column; where 
necessary, the rates have been recalculated so as to make them comparable with those shown 
for 1956-57. Italicized rates for 1957 show effective rates on 1956 capital.) 


Reserve 
Contingencies Fund and 
Net Profits Dividends Premises and Carry 

Rate °% Net Cost Pensions Forward 
1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 
Barclays (8{%) .. 2917 2861 12 12 1618 1618 —- — 1300 1244 
Lloyds (9.6%) .. 2542 2502 13 13 1388 1388 500 = 5500 654 615 
Midland (16°) .. 2888 2847 18 J8.4* 1569 1621 1300 1200 20 26 
Nat. Prov. (15%)... 2030 2062 18 J/9.8* 981 1088 1000 _ 49 974 
W’ minster (14.4%) 1865 1852 16 18 975 1076 — - $90 = 776 
Martins (15%) .. 945 901 17} 18* 434 455 500 = 50 11 —} 
District (184%) .. 663 673 20 21* 324 344 300 — 39 =: 3329 
W.Deacon’s(12}°;) 394 390 16, 16 192 195 150 150 49 45 
* Effective rates on largest category of 1956 capital. Effective 1957 rates on all categories: 

Bank Midland » Nat Prov Martins District 

Former shares... {12+ £2 10s £1 L5t¢ £1 f£20t £1 Le ire” fi 

effective rates °°. 18.4 18.6 18.9 19.8 21 IS 18% 21 21 22 


v0 


t Partly paid shares. 


tradition of writing investments down to or below market value have 
repeated this practice. Three of the others show a widening over the 
year in the percentage margin of depreciation (Lloyds from 2.5 to 2.8 per 
cent, Midland from 4.9 to 5.1 per cent, and Westminster from 3.2 to 3.4 
per cent), but Barclays managed to keep its percentage unchanged at just 
under 3.4 per cent, while the National Bank actually achieved a tiny 
narrowing, to 4.2 per cent. In each of the five, however, the actual amount 
of depreciation was larger. 
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Australia’s Banking 
Controversy 


Professor H. W. Arndt, of Canberra Australia’s long post-war banking con- 
University College, here explains why troversy. His approach differs notably 
the Labour Opposition in Australia has from that of our previous correspondent 
opposed the Government's new banking -—and also from that of the trading 
legislation and gives a background of banks.—EpITOR. 


By H. W. ARNDT 


T the end of November, the Australian Commonwealth Govern- 
ment’s new banking legislation, after passing the House of 
Representatives, was defeated in the Senate—by the appearance 
in the division lobbies of three sick Labour senators. ‘The 

account of the new legislation in 7he Banker for October last* may have 
left readers wondering why the Labour Opposition went to so much trouble 
to defeat an apparently admirable measure of banking reform. My purpose 
here is to make some further comment on the background to the controversy, 
and to explain and appraise the criticism advanced by the Opposition. 

It is widely believed in Australia that Mr Menzies and Sir Arthur Fadden, 
neither of whom had much enthusiasm for the cause, would not be unhappy 
to drop the legislation now that it has been defeated in Parliament. But 
the Government has staked much political prestige on it and is likely to 
make at least one more attempt to get it on the statute book. 

The new legislation is a “‘ second ”’ banking reform only in the sense that 
it is the present Commonwealth Government’s second major attempt. It 
is actually the fifth piece of banking legislation in Australia since the war. 
The first was the Labour Government’s legislation of 1945 which, over 
fierce protests by the private banks, continued the wartime system of central 
bank controls into peacetime. The second, following successful consti- 
tutional challenge of one part of the 1945 legislation, was the Labour 
Government’s attempt of 1947 to nationalize the banking system, which 
ended in invalidation of the measure by the High Court and Privy Council. 








* “ Australia’s Second Banking Reform” by J. O. N. Perkins. 
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Since the accession to office of a Conservative Government in 1949, the 
banks and their political supporters have maintained steady pressure on the 
Government for elimination of those features of the 1945 legislation that 
they have disliked. In 1951, in the Commonwealth Bank Act, the Govern- 
ment conceded the demand for restoration of the Commonwealth Bank 
Board. In 1953, the Government went as far as it thought it could reason- 
ably go in meeting the banks’ demands for separation of the central and 
trading banking functions of the Commonwealth Bank and for limitation of 
the central bank’s powers to make calls to special accounts. The private 
banks, however, remained unsatisfied. ‘Throughout 1956, supported by the 
Conservative press and a section of Government backbenchers, they cam- 
paigned for further concessions. 

The two features of the 1945 legislation that the private banks resented 
most strongly were, first, the resumption of active competition for ordinary 
banking business by the Government-owned Commonwealth Trading Bank 
and, secondly, the strong powers of central bank control over their own 
liquidity embodied in the procedure of special accounts. In the mistaken 
belief that the strength of the Commonwealth Trading Bank as a com- 
petitor was derived largely from its association with the central bank, the 
private banks hoped to meet the first problem by complete separation from 
the cer-tral bank. Their answer to the second problem, formally proposed 
to the Government in February, 1957, was the replacement of the special 
accounts by a scheme for statutory reserve ratios with a normal upper 
limit of 15 per cent of deposits, which could be exceeded only after declar- 
ation of an “‘ emergency ”’. 

Until March, 1957, the Commonwealth Government resisted all pressure 
for new banking legislation. It took the view that the 1953 legislation had 
made all the concessions to the private banks that could reasonably be 
made. It rejected as quite unacceptable the banks’ proposals for a serious 
weakening of the central bank’s power of control over trading bank liquidity. 
The Country Party, in particular, whose leader, Sir Arthur Fadden, is the 
Commonwealth Treasurer, had no desire to clip the wings of the Common- 
wealth Trading Bank—to which, as a matter of faith rather than experience, 
the party had always looked as the farmer’s lender of last resort. 

However, for reasons that are,still not entirely clear, the Prime Minister, 
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Mr Menzies, appears to have decided by March last that the Government 
could no longer afford to hold out against backbench and press pressure. 
Sir Arthur Fadden’s consent to the new legislation, and that of other 
Country Party members of the coalition, appears to have been secured by 
a Cabinet agreement to concede the two main demands of the private banks 
in outward form but not in substance. The principles of the new legis- 
lation, which had taken months to prepare, were therefore (a) complete 
separation of the personnel, including the boards of directors, of the Com- 
monwealth Trading Bank and the central bank; (5) substitution of a reserve 
ratio system for the special accounts; but (c) provisions that would strengthen 
rather than weaken both the competitive strength of the Commonwealth 
Trading Bank and the central bank’s powers of control; and (d) as a special 
concession to the Country Party, the creation of a Commonwealth Develop- 
ment Bank with the task of filling gaps in existing credit facilities for 
farmers and small manufacturers. 


Banks and Labour in a Dilemma 


The announcement of the new legislation placed both the private banks 
with their supporters and the Labour Party in a dilemma. The banks felt 
cheated but unable to draw back from what, by all outward appearances, 
was a generous gesture conceding the two reforms for which they had so 
strenuously campaigned. ‘They contented themselves with criticism of the 
Development Bank, accused of being given a privileged position, and for 
the rest, they wrily welcomed the legislation as “‘ a step in the right direction ’’. 

The predicament of the Labour Party arose from the contrast between 
the legislation that the Government’s apparent surrender to the banks had 
led the Opposition to expect and the legislation as it actually was. The 
Labour Party had expected the worst and had proclaimed from the rooftops 
its determination to fight the legislation to the bitter end. Even the few 
Labour leaders who could fully appreciate the technicalities of the legis- 
lation found it difficult to overcome their own suspicions, to convince 
themselves that the changes actually proposed might, on balance, improve 
the banking structure from Labour’s point of view. ‘They soon decided 
that the party would have to oppose the legislation in any case, partly 
because a sudden change of front would be impossible to explain to the rank 
and file Labour voter in the country, and partly because Labour support 
for the legislation would have made it virtually impossible for the Govern- 
ment to resist demands from the Right for amendments to suit the banks. 

In public discussion and in the debate in the House, Labour speakers 
therefore concentrated on three lines of criticism: (a) refutation of the 
banks’ original case for the legislation; (b) allegations that there was more 
in the legislation than met the eye; and (c) criticism of specific provisions of 
the four main Bills. 

The Opposition was on strong ground in its rejection of the banks’ 
original case and was able, with great effect, to quote in support of its view 
considered pronouncements made in 1953 by Mr Menzies, Sir Arthur 
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Fadden and the Governor of the Commonwealth Bank, Dr Coombs. The 
private banks’ original case for separation of the trading and central banking 
functions of the Commonwealth Bank had been argued on three grounds: 
first, that since Bagehot’s day it had been a cardinal principle of central 
banking that a central bank must not carry on trading business; secondly, 
that the Commonwealth Trading Bank derived unfair competitive advan- 
tages from its association with the central bank; thirdly, that the private 
banks could not be expected to co-operate with or have confidence in the 
central bank so long as they suffered competition from it. 

Against the first argument, Labour speakers were able to marshal the 
weighty opinion of the Royal Commission of 1937, a firm statement by 
Mr Menzies, and recent judicious comments by Professor R. S. Sayers on 
traditional prejudice on this matter.* On the second point, even Govern- 
ment speakers agreed that there was no case. Far from deriving a com- 
petitive advantage from its association with the central bank, the Common- 
wealth Trading Bank had until 1953, and to a less extent even since 1953, 
been under the disadvantage in competition for business of inhibitions and 
even direct restraint from the joint trading bank-central bank board. ‘The 
partial separation of 1953 had strengthened the competitive position of the 
Trading Bank, and complete separation would give it still greater freedom. 
On the third point, it was generally agreed that the dual function of the 
Commonwealth Bank had been a factor in the private banks’ reluctance to 
accept the leadership of the central bank. But Labour speakers argued 
that this was little more than a debating point in the banks’ prolonged 
rearguard action against a strong central banking system,ft and that to 
concede it would mean, in effect, permitting the trading banks to dictate 
the terms on which they were prepared to accept central bank policy. 

Nor did the Opposition accept the banks’ case for further reform of the 
special accounts. Ina nutshell, it held that if such reform further weakened 
the power of the. central bank over trading bank liquidity, it should be 
resisted; if it did not, it was pointless and unnecessary. ‘The replacement 
of special accounts by a system of freely variable minimum reserve ratios 
was a mere change of name. ‘The only difference was that, with reserve 
ratios, the central bank could not discriminate between individual banks; 
but this was of no importance since the central bank had, for political 
reasons, never used its power to discriminate calls to special accounts. 

None of the critics took the view, strongly held by the Royal Commission 
of 1937 and by Professor Giblin, that in Australian conditions, where the 
individual trading banks customarily pursue widely differing policies of 
liquidity, discrimination in special accounts or reserve ratios may at times 
be necessary and should not be precluded by law.} 


*One Labour speaker quoted, somewhat out of context, Professor Sayers’s statement: 
“ There are substantial advantages, at any rate in some countries, in the entry of the central 
bank into ordinary banking business for the general public ” (Central Banking after Bagehot, 
Clarendon Press, 1957, p 116). 

Tt For discussion of this point see L. F. Giblin, The Growth of a Central Bank, Melbourne 
L niversity Press, 1951, and the author’s The Australian Trading Banks, Cheshire, 1957, ch 7. 

+See also the author’s ‘‘ The Special Account Procedure as a Technique of Centra! 
Bank Control ”, Quarterly Review, Banca Nazionale del Lavoro, December, 1956. 
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Some Labour speakers expressed fears, almost certainly groundless, that 
the provision of the legislation requiring 45 days’ notice before the central 
bank could increase the statutory reserve ratio above 25 per cent might 
unduly hamper the central bank. ‘The main reason why this requirement 
of notice need not have caused undue concern was not so much that the 
central bank, as suggested by Dr Perkins, “ would usually know well in 
advance’ whether such action was necessary, as that the trading banks would 
be most unlikely to expand advances substantially knowing that a fortnight 
or so later they would be compelled to contract them again to meet the 
new reserve requirements. 

Confronted with the plain fact that the legislation did not immediately 
concede the substance of the private banks’ demand for a weakening of the 
central bank or Commonwealth Trading Bank, many Labour critics pro- 
fessed to see in it dangers for the future. It was argued that the real motive 
for the complete separation of the Commonwealth Trading Bank from the 
central bank was a long-term plan to de-nationalize the Commonwealth 
Trading Bank. ‘The critics feared, too, that the proposed subjection of the 
Trading Bank to income tax, by limiting its opportunities for building up 
capital reserves from undistributed profits, would sooner or later provide 
the basis for proposals that it should issue shares to private owners.* 
Another fear was that the creation of a separate board of directors for the 
‘Trading Bank, to consist largely of Government appointed businessmen, 
would be used to put the Trading Bank under the control of persons opposed 
to vigorous competition with the private banks. While none of these fears 
can be dismissed as absolutely groundless, most relatively detached observers 
regarded them as far-fetched. 

There was more substance in some of the Opposition’s criticisms of 
specific provisions of the legislation. Labour speakers quoted the Governor 
of the Commonwealth Bank in support of the view that the complete 
detachment of the Commonwealth Trading and Savings Banks would in a 
number of ways weaken the central bank. It would deprive it of the 
advantage of interchange of staff between the three divisions, thus making 
recruitment of central bank staff more difficult. It would deprive the 
central bank of the close touch with the business world which it now has 
through trading bank branches all over the country. It would take from 
the central bank the direct control over the large investments in Government 
securities of the Commonwealth Savings Bank which it at present enjoys 
and which has been one of its chief channels for open market operations. 
The central bank would no longer be able to influence credit conditions 
through direct control of the Commonwealth Trading Bank’s policy on 
advances. Finally, the legislation, by insisting on the earliest possible 
physical separation of the premises of the central bank from those of the 
‘Trading and Savings Banks, would require quite unnecessary expenditure 


~—_——_ 


* Even before the legislation was introduced in Parliament, this very suggestion had been 
made in an article by an officer of the Bank of New South Wales (Australian Quarterly, 


September, 1957, p 13). 
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on the construction of separate central bank buildings in all the major 
cities of Australia. 

Another feature of the legislation to which many Opposition speakers 
drew attention was a clause limiting the powers of the proposed Develop- 
ment Bank in granting hire-purchase finance for producer goods. It was 
pointed out that the present Industrial Finance Department of the Com- 
monwealth Bank has the legal power to provide hire-purchase finance for 
consumer goods as well as capital goods. Since 1952 it has voluntarily 
withdrawn from the field of consumer goods, but it was urged that it should 
not be precluded by law from re-entering it. In recent years there has 
been much discussion in Australia about the constitutional difficulties that 
prevent the Commonwealth Government from exercising any effective 
control over the rapidly growing business of hire-purchase finance com- 
panies. ‘The clause in the new legislation, it was argued, in effect consti- 
tuted a legal guarantee to the finance companies (some of the biggest of 
which are subsidiaries of private trading banks) against the one constitu- 
tionally feasible form of influence, competition by the Commonwealth Bank. 

Certain minor features of the legislation were approved by the Opposition, 
including the proposed creation of the Development Bank and the proposed 
removal of the limit on special account calls imposed in 1953. ‘These have 
been fully explained by Dr Perkins and need no further comment here. 
The Opposition’s attitude to these measures has been that, if the Govern- 
ment would re-introduce them in separate legislation, they could be assured 
of a smooth passage. 
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HE central fact emerging from Until mid-January at least, the policy 

President Eisenhower’s new year of the Fed had been confined largely 

Messages to Congress—on the to lower rates and not to any “ abund- 
State of the Union, the Budget, and the ance”’ in the provision of new banking 
Economic Report—is that the Adminis- reserves. It seems safe to say that the 
tration itself is confident that, after no Reserve Board was then acting with 
more than a moderate recession both in one eye looking round the corner, so 
scope and duration, the long-term to speak, for potential inflationary 
growth factors of the American eco- troubles at some later stage. But the 
nomy will once again assert themselves comments made by its chairman, Mr 
without any major change in fiscal William Martin, early in January, 
policy. In short, the burden of official indicate clearly enough that future 
policy is placed to-day, as it was when policy will be eased in line with any 
the major struggle was against the in- further deterioration in business. An 
flationary forces that were deemed to early confirmation of this was provided 
be uppermost until last autumn, on by the reduction in margin require- 
the Federal Reserve Board. ments in stock market transactions 
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from 70 to 50 per cent; the effect in 
the markets was useful but limited. 
There followed late last month the 
further cut, of } per cent to 2? per 
cent, in re- Gentine rates, led “wd the 
Reserve Bank of Philadelphia and 
quickly matched by New York and 
other Reserve Banks. 

The State of the Union message in 
early January dealt hardly more than 
incidentally with the domestic economy. 
It was criticized in some quarters for 
its apparent dismissal of what many 
believe to be a new economic threat 
from the Soviet Union in terms of 


however, was to indicate the Adminis- 


tration’s belief in “‘ solid grounds for 
confidence that economic growth will 
be resumed without an extended inter- 
ruption’’. ‘This theme was repeated 
almost verbatim in the last Message, 
the Economic Report to Congress. 
The intervening budgetary Message 
was also clearly based on expectations 
of a business upturn at no very distant 
date. It estimated that receipts for the 
fiscal year that closes on June 30, 1959, 
would be about $2,000 millions higher 
than the estimated level of $72,400 
millions for 1957-58, and that expendi- 
tures would be $73,900 millions, against 


export competition, credit facilities, and 
What it did in general terms, 


the like. 


$72,800 millions. 


American Economic Indicators 


Production and Business: 


Industrial production (1947-49= 100). . 
Gross private investment (billion $) .. 
New plant and equipment (billion $). . 
Construction (billion $) 
Housing starts (000 units) 

Business sales (billion $) 

Business stocks (billion $) 
Merchandise exports (million 3) 
Merchandise imports (million $) 


Employment and Wages: 


Non-farm employment (million) 
Unemployment (000s) . 
Unemployment as % labour force 
Hourly earnings (mfg) ($) 
Weekly earnings (mfg) ($) 


Prices: . 
Moody commodity (1931 ~100)¢ os 


Farm products (1947-49 = 100) 
Industrial (1947-49 = 100) Oi 
Consumers’ index (1947-49= 100) - 
Credit and Finance: 


Bank loans (billion $) 

Bank investments (billion $) 

Bank loans (partial) (billion $).. 
Consumer credit (billion $) 

Treasury bill rate (%) .. 

US Govt Bonds rate ( °%) 

Money supply (billion $) 

Federal cash budget (+ or —) (mill $) 


Notrs—Latest figures are preliminary or 
figures are given for 
for 
1954-56 and then quarterly figures at annual 
Construction figures show monthly 


estimated. Yearly 


private investment and equipment 


rates. 


averages 1954-56. Business sales and stocks, 
money supply, 





bank loans and consumer 


120 


The estimated sur- 





1957 
1954 1955 1956 -———- a 
Sept Oct Nov Dec 
125 139 143 144 141 139 = 136 
48.4 60.6 65.9 65.5 — — ~- 
26.8 28.7 35.1 — —— 37.5 — 
39.6 44.6 46.1 47.7 48.8 48.5 48.6 
101.7 110.7 93.2 90.00 95.0 78.0 — 
47.4 52.3 54.8 56.3 55.7 54.9 — 
rp Be Oy 89.1 91.3 91.1 90.9 -- 
1,259 1,296 1,590 1,540 1,674 1,681 — 
851 949 1,051 1,007 1,141 — — 
48.4 50.1 51.9 52.6 52.5 52.2 51.9 
3,230 2,654 2,551 2,552 2,508 3,188 3,374 
5.0 4.0 3.8 4.3 4.6 5.1 5.2 
1.81 1.88 1.98 2.08 2.09 2.11 2.11 
71.86 76.52 79.99 83.0 82.6 82.9 82.9 
441 418 442 
402 390 402 394 384 390 391 
95.6 89.6 88.4 91.0 91.5 91.9 — 
114.5 117.0 112.2 126.0 125.8 125.7 — 
114.8 114.5 116.2 121.1 121.1 121.6 — 
70.6 82.6 90.3 93.4 93.0 93.0 
85.3 78.3 74.8 72.9 74.9 74.3 — 
22.4 26.7 31.3 32.4 31.8 31.5 322 
32.3 38.7 41.9 43.3 433 435 — 
0.95 1.75 2.66 3.58 3.59 3.34 3.10 
2.4/1 2.94 3.11 3.66 3.73 3.57 3.30 
209.7 216.6 222.0 220.9 223.0 225. 3 =— 
all 072 -740 4+-5,524-2,446 — _ 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-56, 
month levels. Weekly bank loans are derived 
from partial returns only. 
are cash totals. 
in the middle month. 


and end- 


Budget figures 
Quarterly figures are shown 























plus for 1958-59 is thus at the modest 
level of $466 millions, contrasting with 
an estimated deficit of $388 millions 
in the present fiscal year. Rather more 
important is the fact that estimated 
expenditures to mid-1959 are at a rate 
about $3,400 millions higher than ex- 
penditures in 1956-57. While there has 
been a lag in recent months in defence 
expenditure and while expenditure will 
rise in the next six months, the sums 
involved will certainly not be sufficient 
to provide any decisive spur to the 
economy. 

It remains to be said, of course, that 
these are no more than the President’s 
proposals; that Congress is only too 
likely to raise the defence sights, 
though possibly at the expense of 
foreign aid, and that most realistic 
observers would probably expect a mild 
deficit in 1958-59 rather than the indi- 
cated surplus. 


No Tax Cuts ? 


But the present pattern does not 
suggest major changes, and pleas from 
Congress for tax reduction seem to 
have fallen on rather stony ground. 
The most hopeful official comment for 
Congressmen has come from the Secre- 
tary of the ‘Treasury, Mr _ Robert 
Anderson, and his best offering has 
been that he could “ conceive situa- 
tions’ in which tax remission might 
be justifiable. 

The President’s Economic Report to 
Congress assessed the rise in gross 
national product over 1957 as a whole 
at about 5 per cent—almost all of it 
due to rising prices—and stated that in 
the final quarter that level was about 
[; per cent below the peak third 
quarter. The national product for 
1957 is put at $433,900 millions, com- 
pared with $414,700 millions in 1956; 
personal incomes advanced from 
$326,900 millions to $342,900 millions 
and personal savings declined moder- 
ately, from $20,000 millions to $19,600 
millions. Over the year as a whole, 





average production was steady at an 
index figure of 143 (based on 1947-49); 
the consumer price index rose from 
116 to 120. 
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The Message stated, revealingly, that 
‘there was a marked lowering of in- 
ventories by wholesalers and retailers, 
whose stocks at the end of the year 
were still low relative to current sales ’’. 
Again: “‘ Some manufacturers’ inven- 
tories showed an actual decrease for 


the year’’. While final figures are not 
available, it is quite clear that the steep- 
ness of the decline in output during 
October-December, when the Reserve 
Board’s index of production fell (on a 
seasonally adjusted basis) from Septem- 
ber’s 144 to 136, must have been 
accompanied by a perceptible decline 
in total stocks. On the retail end, sales 
have been remarkably resistant and 
seem to have held the corresponding 
1956 level in December even on a 
volume basis. 


Prop from Consumers 

A highly satisfactory level of con- 
sumer spending is, indeed, one of the 
main props to near-term business 
activity held out by the Economic 
Report. Other direct evidence provides 
a rather less attractive picture than that 
suggested by the White House. Accom- 
panying the steep setback in production 
has been a rise in unemployment, to 
about 3,400,000, which is over 5 per 
cent of the available labour force; and 
a rise to 4 millions is a general fore- 
cast for February. On the other hand, 
preliminary indicators in January sug- 
gested that the decline in output was 
then slowing down and there was, 
perhaps, some significance in the very 
slight upturn (on a seasonally adjusted 
basis) in new orders for durable goods 
in November. 

But it is certain that budgetary and 
other measures, such as the rise in the 
national debt “ ceiling’’ to $280,000 
millions, the reduced margin require- 
ments for security purchases, and the 
somewhat easier terms for mortgage 
financing from the Federal Housing 
Authority were clearly not calculated 
to give any sharp boost. No early 
upturn looked near in January, 1958. 
But official quarters continue to express 
confidence that the downturn will not 
last beyond the third quarter. 
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(Incorporated in China with limited labilitv) 


Head Office: PEKING, CHINA 


LOB BOB BOL LET EF 


London Office: 
147 Leadenhall Street, London, E.C.3 


Telegrams and Cables: CHUNGKUO, LONDON 
Telephone: MANSION HOUSE 8301 9 
Telex: LONDON 28686 
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HOME BRANCHES in all principal ports of China 


OVERSEAS BRANCHES: Hong Kong, Calcutta, Bombay, Karachi, 
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INTERNATIONAL 


REVIEW 





ARGENTINA 


Import Curb Criticized—New rules 
governing the release of foreign exchange 
for imports brought into operation at 
the beginning of the year have been 
keenly criticized by the commercial com- 
munity. Under the new regulations, 
importers of all goods qualifying for 
exchange at the official rate (except fuel 
and newsprint, which are not affected) 
must make a prior deposit in pesos of 
20 per cent of the fob value of the 
merchandise. For imports of goods 
ranking for exchange at the free market 
rate, the prior deposit is the full fob 
value of the merchandise, the only ex- 
ception being industrial machinery pur- 
chased abroad on credit. ‘The funds 
represented by these prior deposits will 
be frozen for a minimum of 120 days. 


Strain on Funds—'The new regulations 
are imposing a considerable strain on 
importers, especially as recent banking 
reforms limit the amount of credit that 
may be made available by the banks for 
financing imports to 50 per cent of the 
value of the goods involved. 


Ex-Im Loan—'The US Export-Import 
Bank has made its first loan to a private 
company in Argentina. Some $6.5 mil- 
lions of the $100 millions loan the bank 
is making to Argentina has been placed 
at the disposal of Celulosa Argentina, a 
pulp and paper manufacturing concern, 
for purchases of American equipment. 


AUSTRALIA 


Smaller Surplus—There was a surplus 
of £A66 millions of exports over imports 
in July-December, 1957, a drop of £A30 
millions below the surplus for the corre- 
sponding months of 1956. A further 


marked deterioration in the merchandise 


sector of Australia’s cxtcrnal payments 
in the second half of the trade year 
ending on June 30, 1958, is now regarded 
as inevitable. ‘There is little wheat avail- 
able for sale abroad from the current 
season’s harvest, and the wool clip has 


been diminished by drought. At the 
same time, import spendings are still 
rising as a result of the liberalization by 
the Federal Government when the pay- 
ments trend was favourable early in 1957. 


Strain on Reserves ?—It is expected 
that it will not be possible to do much 
more than strike a bare balance in the 
trade account over the full twelve 
months, so that net outgoings 1n respect 





DALE E. SHARP 


New president of Guaranty Trust 
Company of New York 












of the invisible items may have to be 
met largely by drawings on reserves, 
especially as tight money restrictions 
abroad are tending to curtail the capital 
inflow. 

Wheat Imported—The Commonwealth 
(sovernment has approved the import 
of up to 14 million bushels of high- 
yrade Canadian wheat to relieve the 
shortage in New South Wales caused 
by drought. Mr McEwen, the Trade 
Minister, has stated that the transaction 
will not entail a net outflow of exchange, 
as it will release for sale abroad surplus 
wheat in other Australian States. 


BELGIUM 


Hire-Purchase Controls—'l'be new law 
viving the authorities power to regulate 
hire-purchase transactions will be effec- 
tive from the beginning of this month. 
‘Ihe minimum deposit is to be 25 per 
cent. The maximum duration of con- 
tracts has been fixed at 2} years for new 
cars and at between 15 and 24 months 
for most other durable consumer goods. 
[Initial arrangements exempt transactions 
of less than £14 and more than £1,070. 


BOLIVIA 


Paying Dollar Bonds—i‘he Bolivian 
authorities have reaffirmed their inten- 
tion to resume the service on four issues 
of dollar bonds that have been in default 
since 1931; their nominal value is $56 
millions. 

Trade Debts to Britain—The British 
authorities have announced that negotia- 
tions have been proceeding over the 
past four months in La Paz on the com- 
mercial debts owed by the _ Bolivian 
(sovernment and its agencies to British 
exporters. Their estimated value is 
about £1 million. As a result Boliyia is 
expected to make a firm offer of settle- 
ment shortly. 


CANADA 
Pause in Expansion—The Minister of 
‘Trade, Mr Gordon Churchill, has 


affirmed that Canadian business should 
look to the consumer market to take up 
any slack created by the current pause 
in economic expansion. He attributed 
the pause in expansion to the fact that 
development was reaching the point 


where fewer resources needed to be chan- 
nelled into the build-up of basic in- 
dustries, but added that there appeared 
to be no dearth of uses to which these 
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resources could be diverted. He thought 
that in 1958 exports should remain close 
to the 1957 level and that the volume of 
all construction should match last year’s 
rate, although business investment as a 
whole might be moderately lower. 
Bond Issues Up — Figures prepared 
by Wood, Grundy and Co show that a 
total of $3,638 millions of money was 
raised by bond issues in 1957 against 
$2,893 millions in the previous year. 
Trade Mission Reports— I'he Govern- 
ment summoned the 50 members of 
the recent ‘Trade Mission to Britain to a 
conference in Ottawa in the second half 
of January. ‘They are asked to produce 
a report that will act as a guide to 
British exporters on ways of obtaining a 
part of the Canadian market now held 
by United States producers. 


CENTRAL AFRICAN 
FEDERATION 

Import Tightening— ‘The Ministry of 
Commerce and Industry has announced 
that there will be no further lifting of 
import controls during the first half of 
1958; and applications for imports of 
goods at present on the restricted list 
are to be subjected to “‘ very close 
scrutiny ”’ This decision has_ been 
taken because of the deterioration in 
the balance of payments. 


CEYLON 


Reserves Falling— ‘The balance of pay- 
ments has continued to deteriorate. By 
the end of November, 1957, external 
assets had dropped to Rs 976 millions, 
the lowest point for three years. One of 
the main causes of the setback has been 
the difficulty of disposing of the coun- 
try’s tea crop. 

Tea Levy ?— It has been stated that the 
Government is to introduce legislation 
to impose a levy of about #d per pound 
on exports of tea to raise money for its 
seven-year scheme for the rehabilitation 
of the tea industry. 

Soviet Offer—The Soviet Union has 
offered the Ceylon Government tech- 
nical assistance for expansion of food 
and natural rubber production and has 
indicated its willingness to buy rubber 
‘** on a mutually beneficial basis ”’ 


EGYPT 
Using Soviet Credits—An Egyptian 


mission headed by the Minister of In- 
dustry, Mr Aziz Sidky, has visited 
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Moscow for talks with the Russian 
authorities on the way in which the 
Soviet credit to Egypt of £62 millions 
is to be used in promoting industrializa- 
tion. ‘lo implement the Egyptian plans 
fully, foreign exchange of a total value 
of £150 millions would be required; the 
Egyptian delegation has therefore se- 
lected 54 of the 128 projects provided 
for by the full plan for discussion with 
the Russians. ‘These projects are said 
to involve total expenditure of some 
£100 millions sterling, of which about 
£40 millions would be financed by 
Egypt itself. 


FINLAND 


Treasury’s Costly Borrowing — The 
Government has obtained a loan of 
4,000 Finmarks from private banks to 
cover a Treasury cash deficit of 600 
marks and unpaid accounts of 3,300 
million marks. According to the Prime 
Viinister, Mr von Fieandt (until recently 
governor of the central bank), the Govern- 
ment will have to pay interest of up to 
13 per cent on this short-term advance. 


FRANCE 


Seeking US Loans—A financial mission 
headed by M. Monnet arrived in Wash- 





Commisston for the European Economic Community (executive 
body of the common market): 
President: Herr Hallstein, German state secretary for foreign 


affairs. 


Commission for Euratom: 


President: M. Armand, chairman of French National Railways. 


High Authority of Coal and Steel Community: 
| . 7 ‘ _° e “a 
| President: M. Finet, Belgian trade union leader, succeeds 


M. Mayer (France). 
| European Investment Bank: 


President: Sr Campili (Italy) to be recommended. 
The European Assembly, which will act as a legislative body to all 
three communities, and which already exists in the form of the 
Assembly for ECSC, will be advised to choose an Italian president. 


| 

{ 

j ry ¥ 7 . . - . 

| lhe Court of Justice, which will also act for all three, will be 
| 


presided over by a Dutchman. 


Common Market Chiefs - 


| The foreign ministers of the Six—France, Germany, Italy and the 
| Benelux countries—agreed last month on the head appointments 
| to the institutions of “‘ Littlke Europe’’; no decision has yet been 

| taken on the location of the institutions. 


| Vice-Presidents: Sr Maivestiti (Italy), Hr Manstolt (Nether- 
| lands), and M. Marjolin (France). 





ington last month to hold discussions 
with the International Monetary Fund 
and the American Government on pos- 
sible dollar credits for France. 


Planned Imports Cut—It has been 
indicated that, even if steps to obtain 
substantial foreign credits for rein- 
forcing reserves are successful, it will be 
the Government’s intention to keep im- 
ports down to a rate of about Frs 150,000 
millions a month during the first half of 
1958, a drop of about Frs 10,000 millions 
on the monthly average for 1957. It is 
hoped that the import saving required 
will be achieved largely by cutting food 
imports so that supplies of raw materials 
tor manufacturers will not be restricted. 


New Luxury Taxes—'lhe official aus- 
terity programme has been carried a 
stage further with the imposition of an 
additional tax of 2} per cent on domestic 
and imported less essential goods, in- 
cluding radio sets, refrigerators and toys. 
Checks to Export Growth — The 
Finance Committee of the Upper House 
has issued a report on the balance of 
payments in which it is argued that 
France should strive to bring the ex- 
change accounts into equilibrium by 
reducing imports rather than by export- 








The key appointments are: 
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ing at any price. The traditional markets 
for consumer goods, it is maintained, are 
gradually being reduced by competition 
on world markets, out-of-date regula- 
tions governing trade with the East and 
the industrialization of under-developed 
countries. 


GERMANY 


Bank Rate Cut—The Bank rate was 
reduced by a further } per cent to 
33 per cent in mid-January, restoring it 
to the level of March, 1956. The 
authorities explained that the adjustment 
had been made not in response to any 
easing of conditions in the money 
market but because of the slackening of 
business activity. The state of employ- 
ment, order books and production was 
now such that a policy of easier money 
had become admissible. 


Fall in Export Orders—FEarlier, the 
chairman of the Federation of German 
Industries, Herr Berg, had stated that 
export orders have been declining in 
volume as a result of the contraction in 
the purchasing power of other countries 
that has resulted from the fall in world 
commodity prices. He foresaw the early 
necessity for measures to stimulate 
home demand in Germany through 
easier money and _ increased _ public 
expenditure. 

Reserves Turn Downward—'lhe re- 
patriation of part of the hot money that 
moved into the country at the time of 
the currency rumours of last summer, 
together with some substantial transfers 
of money for foreign investment, has 
resulted in a downturn in external re- 
serves in recent months. Even so, at the 
close of 1957 the excess of gold and 
foreign exchange reserves over short- 
term liabilities, at DM 17,901 millions 
($4,250 millions), was some DM 5,100 
millions above the figure a vear befere. 
Atomic Power Project—The Govern- 
ment has given its approval to an atomic 
power programme involving outlays 
equivalent to some £200 millions ster- 
ling. About 80 per cent of the cost is 
to be met by the State through sub- 
sidies and cheap credits. 


GHANA 


Economic Missions Abroad — ‘lhe 
(sovernment is sending five economic 
missions abroad to explore the possi- 
bility of increased trade and to examine 
the prospects of attracting foreign capital 
They will also study the 


to Ghana. 
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operation of small-scale industries abroad 
with a view to strengthening these in- 
dustries in Ghana. ‘The first mission 
will visit India, Pakistan, Ceylon and 
Burma, the second China, Hong Kong 
and Japan, the third Britain, the Nether- 
lands and Western Germany, the fourth 
East Germany, Czechoslovakia and the 
Soviet Union, and the fifth Canada, 
the United States, Jamaica and Puerto 
Rico. Each mission will have four 
members—a Cabinet Minister, a mem- 
ber of Parliament, a trade official and a 
representative of private commercial 
interests. 


GREECE 


Plea for Debt Settlement—At a meet- 
ing of the Athens Stock Exchange Com- 
mittee appointed by the Government to 
study the reorganization of the country’s 
money market, the chairman said that 
the stock exchange would be in a better 
position to place new issues with the 
public if confidence in the Government 
were strengthened. He argued that the 
present policy of deferring settlement of 
old loans was shortsighted. <A reason- 
able settlement would not impose an 
unduly heavy burden on the budget, 
and would re-establish confidence in 
Greek issues among home and foreign 


investors. 
INDIA 


$300 mns US Aid—It has been indi- 
cated that the United States authorities 
will be prepared to give additional aid 
to India of some $300 millions. ‘The 
help will be made available in the form 
of loans from the US Export-Import 
Bank and the newly-created US Develop- 
ment Loan Fund, along with sales for 
non-convertible rupees of American 
surplus farm products. 


£18 mns from Japan—lIt has been 
announced that Japan is granting a loan 
to India of £18 millions for financing 
purchases of capital goods. Negotiations 
have also been taking place with Czecho- 
slovakia for the supply to India of Czech 
textile machinery on deferred payment 


terms. 
INDONESIA 


The Government Regrets— The Indo- 
nesian Government has asserted through 
its Charge d’Affaires at The Hague that 
it has never been its intention to con- 
fiscate Dutch enterprises in Indonesia, 
the measures recently taken having been 
designed solely to prevent action by 
‘third parties ”’ Indonesia has also 
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stated that it did not desire to expel all 
the 50,000 Dutch residents of Indonesia 
but only those without employment. 


Loss of Ships—The President of the 
Bank of Indonesia has drawn attention 
to the way in which import and export 
trade is being dislocated by the shortage 
of shipping resulting from the with- 
drawal of Dutch vessels from Indonesian 
trade routes. He urged that every effort 
should be made to prevent further 
deterioration. ‘The Shipping Minister, 
Colonel Nazir, has stated that the Soviet 
authorities have offered to make ships 
available to Indonesia on charter. 


IRAN 


Views on 50-50—The chairman of the 
National Iranian Oil Company has com- 
mented on the recent agreements grant- 
ing concessions to Italian and Japanese 
interests, which in some ways depart 
from the fifty-fifty profit-sharing arrange- 
ment governing other oil concessions in 
the Middle East. He said that Iran 
does not really intend to break with the 
principle of sharing oil revenues on 
equal terms with foreign concessionaires. 
But though old contracts would con- 
tinue to be respected, policy in this 
matter would in future be more flexible 
and if anyone offered a more favourable 
percentage for a new concession he 
would not be turned down. 

Where Aid is Needed—A German 
economic mission headed by Dr Paul 
Leverkuehn completed a survey of the 
economy of Iran in December. Dr 
Leverkuehn subsequently pointed out 
that Iran does not need foreign capital 
in view of the size of its oil royalties. 
But it did need foreign technical assist- 
ance. ‘I‘he possibility of German co- 
operation in this field would now be 
considered by the German Government. 
Soviet Finance ?—The Soviet authori- 
ties have stated that they have offered to 
finance plans for building dams and 
hydro-electric stations in Iran. 


IRISH REPUBLIC 


Trade Gap Narrows—The adverse 
trade balance narrowed to £52 millions 
in 1957, from £74 millions in 1956. 
Exports recorded an increase of {£24 
millions to £131 millions, whereas im- 
ports were up by only £2 millions, at 
£183 millions. 


New Bank Review—The Irish com- 
mercial banks have begun publication of 
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a quarterly review known as the J/rish 
Banking Review. Its scope includes both 
the presentation of the views of the Irish 
banks on current problems and articles 
covering a wide range of subjects written 
by persons of standing in their own 
sphere. 


ISRAEL 


New Financial Corporation—A new 
financial institution to be responsible for 
channelling into development projects 
money becoming available from govern- 
mental and banking sources, has been 
formed. ‘The founders include the three 
largest commercial banks—the Bank 
Leumi le-Israel, the Discount Bank and 
the Workers Bank—as well as _ the 
Manufacturers Association, the holding 
company of the Federation of Labour 
and the Government. 


ITALY 


Freer Capital Exports—Restrictions 
governing the transfer of capital between 
Italy and other European countries have 
been further relaxed as part of Italy’s 
contribution to the establishment of a 
common market for capital within the 
European Economic Community. 


NETHERLANDS 


Taxes to Strengthen Gwi'tder—— ‘The 
Finance Minister has stated th... no sub- 
stantial improvement can be . «pected 
in the Dutch balance of payments in 
1958. He added that, as there is urgent 
need for further strengthening of the 
gold and foreign exchange reserves, he 
was unwilling to postpone his plans for 
increasing taxes, although he might con- 
sider restoring the investment rebate. 


Index-linked Assurance—The Aurora 
Life Assurance Company has announced 
the inauguration of an index-approxi- 
mation policy to provide policyholders 
with some protection against a fall in the 
purchasing power of money. 


NEW ZEALAND 


Import Licensing—In view of the con- 
tinued decline in the country’s foreign 
exchange reserves—the net overseas 
assets of the banking system reached a 
post-war low of £46 millions shortly 
before the end of 1957—the newly- 
elected Labour Government early last 
month re-introduced a licensing system 
for imports. ‘Trading banks were in- 
structed that henceforward they could 








release foreign exchange to traders only 
in cases where the imports involved had 
been approved by the Customs Depart- 
ment. For the purpose of calculating 
quotas for many goods, 1956 is being 
taken as the base year. Allocations of 
exchange for the different categories for 
1958 are being fixed at levels that will 
entail substantial cuts in imports from 
base-year figures. 


Reasons for Curb—Explaining the 
Government’s decision to resort to 
physical control of imports, the Prime 
Minister, Mr Nash, pointed out that 


New Zealand had been living well 
beyond its income. After considering 
and rejecting the alternative of de- 


valuing the New Zealand pound, which 
would have raised the prices of imported 
goods and generated harmful infla- 
tionary influences, the Government de- 
cided that exchange allocations provided 
the only means of ensuring that essential 
imports would be obtained and inessen- 
tial ones excluded. ‘To have met the 
exchange crisis by borrowing would 
have been impossible because as much 
as £50 millions might have been re- 
quired, and this could not be raised in 
the present state of the London money 
market. Finally, the Government was 
opposed to any method of curtailing 
purchasing power that would cause wage 
cuts or unemployment. 


Gilt-edged Sold— ‘lhe _ Finance 
Minister, Mr Nordmeyer, has revealed 
that £5 millions of the official holding 
of UK gilt-edged stocks has been sold 


to replenish liquid reserves. 


Check on Immigrants?—'l‘he president 
of the Federation of Labour has declared 
that the country cannot continue tb 
absorb immigrants at the present rate 
without aggravating its financial diffi- 
culties. 


PAKISTAN 


New Finance Corporation — The 
World Bank has formally approved a 
loan of $4.2 millions to the newly- 
formed Pakistan Industrial Credit and 
Development Corporation. The new 


institution, which has been established 
by the joint efforts of Pakistani, British, 
American and Japanese interests with a 
capital of Rs 20 millions, is to assist in 
the expansion and modernization of 
small and medium-sized industries and 
promote the creation of new ones. 
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Britain’s Capital Contribution—The 
British Premier, Mr Macmillan, stated 
during a speech delivered while he was 
visiting Pakistan in January that be- 
tween 1953 and 1957 Britain had pro- 
vided 90 per cent of the foreign capital 
invested in Pakistan. 


PHILIPPINES 


Reserves Aim— President Carlos 
Garcia has stated that it is the Govern- 
ment’s aim to build up foreign exchange 
reserves of between $200-$300 millions. 
It was hoped to achieve the lower of 
these limits by the middle of 1958; 
there might then be some relaxation of 
import restrictions. 


SWEDEN 


Transferable Krona—The _ transfer- 
ability of the Swedish krona has been 
extended by the Riksbank to embrace 
all countries outside the dollar area with 
the exception of Brazil, Spain and 
Eastern Europe. 


Dual Economic Dangers — ‘The 
Minister of Finance stated in his budget 
speech for 1958-59 that the country’s 
economic policy must maintain a two- 
fold state of preparedness during the 
coming year—against the hazards of 
international business trends and against 
the risk of an excessive increase in 
domestic demand. His budget estimates. 
which the Minister described as pre- 
liminary, provide for a deficit of Kr 1,600 
millions, which is accounted for wholly 
by net outlays on capital account. 


SYRIA 


$60 mns Czech Credit—The Defence 
Minister has announced that tentative 
agreement has been reached with Czecho- 
slovakia for the purchase of factory 
equipment from that country under a 
credit of $60 millions. 


TUNISIA 


Replacing French Currency — 
Arrangements are being made to replace 
the French currency, which has hitherto 
been the principal medium of exchange 
in Tunisia, with a Tunisian dinar cur- 
rency. Dinar notes have already been 
printed in Britain. ‘The new unit will 
be linked to the French franc on the 
basis of one dinar to Frs 1,000. ‘Tunisia 
will remain within the French franc 
zone for external purposes. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Sir Edward W. Thompson 
has been appointed a director. Bristol 
Dist, Local Head Office: Mr J. B. Carlyon 
to be a local director. Darlington Dist, 
Local Head Office: Mr C. Roberts, from 
York, to be district manager on retirement 
of Mr P. H. Carter. York Dist, Local 
Head Office: Mr O. W. Cloke, from Staines, 
to be district manager. Chief Office, Income 
Tax Dept: Mr F. R. Amos, from Oxford, 
to be manager on retirement of Mr B. 
Addison. Kingston-on-Thames, Trustee 
Dept.: Mr B. A. Johnston, from ‘Trustee 
Dept, City, to be manager. London, War- 
dour St: Mr S. J. Bassett, from Clerkenwell, 
to be manager on retirement of Mr W. G. 
Panrucker. Angmering-on-Sea: Mr G. J. F. 
Allen, from Uckfield, to be manager. Bala: 
Mr R. W. Hughes, from Aberystwyth, to be 
manager. Birmingham—Acocks Green: Mr 
K. B. Kirkby, from St Paul’s Sq, to be 
manager; Erdington: Mr V. J. Morgan, 
from Acocks Green, to be manager on 
retirement of Mr B. Shilton. Bristol, Kings- 
wood: Mr P. A. Taylor to be manager. 
Gosport: Mr K. C. Knight, from Newport, 
loW, to be manager. Hounslow: Mr C. G. 
Curtis, from Gosport, to be manager. 
Ongar: Mr B. G. Whiting, from Epping, 
to be manager on retirement of Mr C. L. 
Pleasant. Oxford, St Aldates: Mr T. T. 
Miller, from Woodstock, to be manager on 
retirement of Mr E. R. Kirby. 

District Bank—Manchester and Salford— 
Pendleton: Mr C. D. L. Gee to be ac- 
countant; Salford: Mr W. D. Roberts, 
from Pendleton, to be manager. 

Glyn, Mills & Co.—Holt’s Branch: Mr 
5. C. Rogers, now manager of banking 
dept, to be branch manager. 

Lloyds Bank—Head Office—Advance Dept: 
Mr A. L. Osborne, from Cheltenham, to be 
an assistant controller; Chief Accountant’s 
Dept: Mr G. H. Challis, from 125 Oxford 
St, to be an accountant; Secretary’s Dept: 
Mr R. J. Blanch, formerly principal, Train- 
ing Centre, to be assistant secretary; Staff 
Dept: Mr J. T. Edmonds to be staff con- 
troller (Midlands); Tvreasurer’s Dept: Mr 
W. D. M. Pollock to be deputy treasurer. 
Executor and Trustee Dept—Chief Office: 
Mr B. P. Barrett to be an assistant legal 
adviser on the resignation of Mr C. Lawson- 
Tancred. London, 125 Oxford St: Mr. J. A. 
Dunn, from Head Office, to be sub-manager. 
Martins Bank—Mr P. G. Walker and the 
Hon Anthony Cayzer have been elected to 
the board. 

Midland Bank—Sir H. Cassie Holden has 
resigned from the board after 38 years; Sir 
Cassie was a deputy chairman from 1948 to 
1955. Head Office: Mr T. Tailby to be a 
general manager’s assistant in succession to 


Mr A. W. Alston; Mr R. L. Ellison, from 
Central Hall, Westminster, to be a superin- 
tendent of branches. London—Walvworth: 
Mr D. O. Warren, from Morden, to be 
manager on retirement of Mr P. L. Moon; 
Central Hall, Westminster: Mr E. Goodman, 
from Acton High St, to be assistant manager 
in succession to Mr R. L. Ellison; Victoria 
St: Mr A. W. Alston to be a joint manager. 
Leyburn: Mr G. Shaw, from Ripon, to 
be manager on retirement of Mr R. 
Shortridge. Liverpool, Toxteth: Mr C. D. 
Milner, from Dale St, to be manager on 
retirement of Mr P. Halsall. Moreton: Mr 
W. R. Owen, from Prescot, to be manager 
on retirement of Mr W. R. Griffith. 
National Provincial Bank—Great West 
Rd Corner: Mr L. A. Witherick, an inspector 
of branches, to be manager. Aberayron: 
Mr J. G. Roberts, from Whitland, to be 
manager. Birmingham, Sparkhill: Mr W. G. 
Steer, from Knowle, Warwickshire, to be 
manager on retirement of Mr H. R. Fryer. 
Cardiff, Birchgrove: Mr R. G. Lewis to be 
manager. Clacton-on-Sea: Mr G. L. Carter, 
from Stocksbridge, to be manager on retire- 
ment of Mr E. T. Hope-Jones. Helston: 
Mr F. B. George to be manager. Kenil- 
worth: Mr K. I. Tree to be manager. 
Llanelly: Mr D. 'T. Evans, from Aberayron, 
to be manager on retirement of Mr D. 
Cornock. Maltby: Mr T. E. Atkinson to be 
manager. Mortimer: Mr H. J. W. Gibbings 
to be manager. Poole: Mr A. L. Baker, 
from Sheffield, to be manager on retirement 
of Mr H. Thould. Shepperton-on-Thames : 
Mr R. D. Rowland to be manager. Sloug/: 
Trading Estate: Mr H. G. Green to be 
manager. Sutton, Surrey: Mr K. B. Haig, 
from Wokingham, to be manager on retire- 
ment of Mr R. I. Hill. Usk: Mr J. C. 
Morgan, from Aberystwyth, to be manager 
on retirement of Mr G. Edwards. 

Union Discount Company—Mr P. J. 
Lee has been appointed an assistant manager. 
Westminster Bank—Staff College, Fan- 
hams Hall: Mr K. D. O. Cole to be assistant 
principal. London—Brompton Sq: Mr C. J. 
Hannaford, from Portman Sq, to be manager 
on retirement of Mr F. S. S. Payne; Catford: 
Mr J. H. Archer, inspector of branches, to 
be manager; Old St: Mr F. A. Lion to be 
manager on retirement of Mr. F. B. Crust; 
Portman Sq: Mr 'T. J. W. Whiting, from 
Chancery Lane and Holborn, to be manager; 
Threadneedle St: Mr F. Bradford, from 
Piccadilly Circus, to be deputy manager. 
Bebington: Mr B. King to be manager. 
Boreham Wood: Mr F. W. Adey to be 
manager. Brighton, Lewes Rd: Mr W. G. 
Payne, from Hove, to be manager on retire- 
ment of Mr H. W. Dimmock. Buckhurst 
Hill: Mr J. A. Goshawk to be manager. 
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BANKING STATISTICS 


Trend of “ Risk’’ Assets 


(£ millions, except for italicized figures, which show percentage of gross deposits) 
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Trend of Bank Liquidity* 





1955 1956 
Mar Dec Mar Oct Nov 
._ . 2 2 & 
Barclays 28.8 37.9 34.5 36.3 36.2 
Lloyds 31.1 34.4 32.3 33.4 34.2 
Midland 30.1 38.2 31.8 32.2 35.0 
National Prov 30.7 38.7 31.3 33.6 35.0 
Westminster.. 29.7 36.3 33.1 32.6 34.3 
District 31.5 39.9 37.2 34.9 39.3 
Martins .. 28.5 39.8 33.3 35.6 35.1 
All Clearing 
Banks ; 29.9 37.4 33.1 33.8 35.0 


37.4 








Change Change 
——- on latest on 
Dec month year 
377.7 ~ 6.2 9.2 
ao.0 
497.2 3.0 +-18.0 
32.9 
341.5 $.2 -10.1 
ee 
372.3 -14.8 - 1.6 
29.5 
398 . 1 6.3 
26.4 
453.4 41.6 
30.0 
240.1 - 8.9 - 16.6 
28.9 
220.1 - 0.2 - 1.0 
26.4 
248 .4 8.1 —- 9,7 
27.9 
253.2 0.1 -10.8 
28.5 
67.8 es 5.1 
26.7 
76.4 == 3.6 
30.1 
91.9 - 0.6 5.5 
27.5 
89.4 0.1 - 0.3 
26.7 
1,881.0 6.9 - 31.5 
27.1 
2,048 .7 +-11.4 +-68.3 
28.9 
1957 
Mar June Oct Nov Dec 
%  % % % Y% 
31.8 31.7 35.5 35.7 37.7 
29.7 32.9 36.1 37.6 37.3 
34.1 33.8 36.7 36.6 39.0 
31.1 34.0 35.1 36.0 39.5 
34.3 33.0 37.5 38.8 39.0 
35.7 37.5 35.9 39.0 39:2 
36.7 37.5 39.0 38.4 41.0 
32.6 33.4 36.2 36.9 38.4 


* Cash, call money and bills shown as percentage of gross deposits. 
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Averages 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
: 1956 
F 1951: 
Oct 
Nov 
1956: 
| Nov 
| Dec 
1957: 
Sept 
Oct 
Nov 
Dec 





of Months: 


Net 


Deposits 


{mn 


1,759 


5,981 
5,973 


6,088 
6,305 


6,174 
6,239 
6,236 
6,516 


Banking Trends since World War I* 


Liquid Invest- 
Assets Ratiot TDRs ments 
{mn % {mn 
680 38 ~- 325 
658 37 — 391 
581 — = 35 ~ 356 
545 33 -— 341 
539 32 —- 286 
532 32 — 265 
553 32 —- 254 
584 33 —- 254 
568 32 - 257 
596 33 258 
560 32 ~~ 301 
611 34 -- 348 
668 34 ~— 537 
576 31 = 560 
623 31 -— 615 
692 32 ~~ 614 
713 32 -—- 643 
683 30 --- 652 
672 30 “= 637 
648 29 ~-- 608 
785 31 73 666 
676 23 495 894 
712 22 642 1,069 
723 20 1,002 1,147 
788 19 1,387 1,165 
886 19 1,811 1,156 
1,280 25 1,492 1,345 
1,646 29 1,308 1,474 
1,703 29 1,284 1,479 
1,920 32 983 1,505 
2,345 39 430 1,505 
2,308 38 247 1,624 
2,097 34 ~- 1,983 
2,201 35 -—- 2,163 
2,190 34 ~~ 2,321 
2,098 33 — 2,149 
2,218 35 —- 1,978 
2,423 39.1 177 1,555 
1,981 32.0 108 2,033 
2,310 36.4 - 1,975 
2,492 37.5 --= 1,980 
2,287 35.4 - 2,020 
2,364 36.2 2,030 
2,404 36.9 2,037 
2, 664 38.5 2,049 


t+ Ratios to gross deposits, i.e. including items in course of collection. 


Wan 5 and 


Means Advances: 


Bank of England . 

Public Departments 
: Treasury 
Tend 

Tap 





y Bills: 





Floating Debt 


Jan 25, Dec31, Jan 3, Jan 10, 
1957 1957 1958 1958 
{mn {mn {mn {mn 


221.0 218.4 228.5 237.0 


3,210.01 5 6g4 7f 3,450.0 3,410.0 
1,516.5 f° 2,248.9 2,192.2 


+,947.5 5,903.1 5,927.4 5,839.2 
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* Ten dusting banks for 1921-35, thereafter eleven except for italicized line for 1936. 


Jan 17, 
1958 
{mn 


—_—-- 


250.3 


3,370.0 
1,714.9 


3,335. 2 





Combined 
Advances’ Ratiot 
{£mn % 
833 64 
750 64 
761 67 
808 69 
856 69 
892 70 
928 69 
948 68 
991 69 
963 68 
919 69 
844 67 
759 66 
753 70 
769 69 
839 68 
865 68 
954 70 
976 71 
991 71 
955 65 
858 59 
797 57 
747 52 
750 46 
768 4] 
888 44 
1,107 46 
1,320 47 
1,440 49 
l, 603 $2 
1,822 56 
1,838 62 
1,731 62 
1,804 64 
2,019 65 
1,897 62 
1,897 55.7 
1,925 64.0 
1,882 60.7 
1,913 58.5 
1,954 61.8 
1,922 60.5 
1,874 60.1 
1,881 56.7 


3,300 .0 
1,707.9 


§,221.1 





1952-53 
1953-54 
1954-55 
1955-56 
1956-57 


1956-57. 


April-Nov 
December 

1957-58 
April-Nov 
December 


National Savings 


(£mns: Receipts into Exchequer reported during period) 


Savings 
Certi- Defence Savings Premium Total 
ficates Bonds Banks Bonds Small 
(net) (net) (net) 
+22.8 -10.7 -131.6 -- ~119. 
+19.0 + 0.3 —79.3 — — 60. 
+-46.0 + 51.1 — 35.4 —— + 61. 
+19.7 +21.5 — 80.4 — — 39. 
+-72.0 + 3.2 -~20.6 -+65.0 +119. 
- 46.4 2.0 - 3.8 33.3 - TF. 
a7 » 29 —27.1 11.5 - 26. 
$.3 -~ 7.7 ~ 16.0 50.9 1d. 
5.8 2.7 ~44.0 4.2 — 48. 


Accrued Defence 


Interest 


MUNnNQOW 
oa) 
Go 


~~ 
— 
rh 
~] 


9 +28. 
3 + 3. 


vw 


1 


Bond 


Maturity 


~45.5 
-38.4 
-28.8 
-50.8 
-38.9 


~$2. 
~ 4 


“JItv 


-15.7 
- 0.6 





‘Total 
Remain- 
ing In- 

vested* 


6,286.0 
6,240.0 


* After taking account val net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar 
‘Surplus (+) or Deficit (—) 


Years and 
Quarters 


1946 .. 
1947 .. 
1948 .. 
1949 . 
1950 .. 
1951 .. 
1952 .. 
1953 .. 
1954 . 
1955 . 
1956 . 
1957: 
- 
II .. 


July 
August 


September 


III... 


October 


November 
December 


oe ss 
1957 Year 


With 
EPU* 


+ 14 
—112 
— 276 
+113 
+ 85 
— 169 
- 211 
+ 20 
+ 12 
- 21 


~ 38 
~ 134 


~193 
- 130 


18 
3 


—115 
—- 276 





With 
Other 


Areas 


— 166 
— 166 


~ 326 


123 
+ 74 
QY 
296 


135 


Net 
Surplus 
or 
Deficit 
— 908 
— 4131 
-— 1710 
— 1532 
+ 805 
— 988 
— 736 
+ 546 
+ 492 
—- 575 
—~ 619 


- 64 
«a 
-~ 15 
-~ 204 
— 300 


- 519 


/ 
92 
“t+ Q6 


18] 


—_-——— 


— 411 


ee eee 


Ameri- 
can 
Aid 


682 
1196 
762 
199 
428 
307 
152 
114 
66 


13 


+ 26 


Financed by: 





Special 


and 


es sf 
ui a 
Z oo S 90 
na = — 


— oe 
~_ 
nN 
~J 


525 


Payments 


—- Reserves 


at End 


Change of Period 


in 
Reserves 
+ 220 
—- 618 
— 223 


1 | 
we) 
OP 
N wr 


140 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 


2209 
2381 


2367 
2142 
1850 
1850 


2093 


2273 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+t Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955, and capital portion in 1956; also, initial payment of $99 mns 


on funding of EPU debt; 


EPU funding in July, 1956; and $14 mns to IFC in August, 1956. 
on Canadian post-war loan ‘and monthly payments to EPU creditors not deducted. Credits 
comprised $4,909 mns in 1946 from US and Canadian loans; $420 mns from IMF in 1947-49; 
$325 mns from S. African gold loan of 1948; $177 mns from sale of Trinidad oil company 
$30 mns from sale of US Govt bonds in November; 


in September; 
drawing in December, 1956 


in March, 


t Annual payment to Germany on EPU debt; 


repayment of $112 mns to IMF in 1954; further $7 mns on 
Quarterly instalments 


$561 mns from IMF 


; $59 mns from India’s drawing on IMF in February, $63 mns 
$73 mns in June, and $250 mns from Ex-Im in October, 1957. 
German deposit of £75 mns for prepay- 


ment of debt to Britain, spread through July, August and September, is not shown 4s 
special credit. 
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Makers of security, fireproof 


and office equipment, 


shutters and partitioning 


* 
iiner Ltd Branches at Birmingham, 





Chatwood- 


Bristol, Glasgow, Leeds, 


Liverpool, Manc 


ster 


f. 
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and Newcastle 


Central Sales Office 


58 HOLBORN VIADUCT, LONDON, E.C.i 
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Tullis Russell offer the benefits of 50 years’ experience 
Mayp and skill in making sensitized security cheque paper, of a 
a quality and character that help to safeguard the reputation 


of British Banking all over the world. Day and _ night, 















month in and month out, one of Tullis Russell’s machines 
is engaged entirely in making this paper for all the bg 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 

For safety, security and consistency of quality, specify 
T.R. Security Cheque Paper —it is a credit to Banking! 


Tullis Russell + C, Ltd 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AWD 
SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRI 
PAPER MAKERS SINCE 1809 


SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON : “‘ivorex House’ Upper Thames St., EC! 
BIRMINGHAM: 177 Corporation Street MANCHESTER : 372 Corn Exchange Buildings, Corporation Ste 
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THE NATIONAL BANK 
OF KUWAIT LTD. 


ESTABLISHED 1952 
Under Charter granted by H.H. Shaikh Sir Abdulla Al Salim Al Subah, K.C.M.G., C.1.E.., 
Ruler of Kuwait 


BALANCE SHEET as at 31st DECEMBER, 1957 


LIABILITIES ASSETS 
Indian Rupees Indian Rupees 
Capital, Authorised, Issued Cash and Balances with Banks 148,837,704 
and Paid Up sc .. 13,100,000 British Government Treasury 
General Reserve ; 8,600,000 Bills. 169,291,000 
Current, Deposit and Other British and Other Govern- 
Accounts (including pro- ment Securities (at under 
visions for contingencies).. 447,494,600 market value as at 31.12.57) 29,098,076 
Dividend Payable... 4 1,441,000 Other Investments at cost .. 1,000,000 
Profit and Loss Account Advances to Customers, Bills 
Balance... 801,357 Discounted and Other Ac- 
Confirmed Credits and Guar- counts .. 123,010,177 
antees on behalf of Cus- Land and Buildings, less 
tomers, as per contra .. 60,744,341 amounts written off "4 200,000 


Liability of Customers for 
Confirmed Credits and 
Guarantees, as percontra.. 60,744,341 


532.181.298 532,181,298 





Note:—There is a contingent liability of Rupees 1,000,000 in respect of uncalled capital 
n ** Other Investments ”’. 

AHMED SAOUD ALKHALED KHALIFA KHALED GHUNEIM A. E. MEDLYCOTT 

Chairman Deputy Chairman General Manager 
We have verified the Assets and Liabilities of THE NATIONAL BANK OF Kuwait LTD.., 

as set forth in the above Balance Sheet. In our opinion such Balance Sheet is properly 

drawn up so as to exhibit a true and fair view of the state of the affairs of the Bank as at 

the 3Ilst December, 1957, according to the information and explanations given to us and 

as shown by the books of the Bank. 


Kuwait WHINNEY, MURRAY & CO., Chartered Accountants 
January 1958 Auditors 
PROFIT AND LOSS ACCOUNT 


FOR THE YEAR ENDED 31ST DECEMBER, 1957 





Indian Rupees Indian Rupees 
Transferred to General Re- Profit after charging all ex- 
serve + 1,600,000 penses, making provisions 
Provision for payment of di- for contingencies and writ- 
vidend of 11° ran | 441,000 ing down Assets .. . 3,351,941 
Balance Carried Forward 2 801,357. Balance brought forward 
from last year np da 490,416 
3,842,357 3,842,357 
London Correspondents: New York Correspondents: 
Midland Bank Limited Irving Trust Company 
Eastern Bank Limited Chase Manhattan Bank 
Chase Manhattan Bank Bank of America 


Lloyds Bank Limited 


Correspondents in all principal countries 








A COMPLETE BANKING SERVICE FOR TRANSACTIONS WITH KUWAIT 























BARCLAYS BANK LIMITED 


Anthony William Tuke, Chairman 
Sir Frederick Cecil Ellerton, Deputy Chairman 
Cuthbert Fitzherbert, John Thomson, Vice-Chairmen 
General Managers: 
R. G. Thornton, J. D. Cowen, J. L. Northcott, F. S. Bedford 
General Manager ( Staff): A. G. Boyd 





Statement of Accounts, 31st December, 1957 


LIABILITIES £ 
Current, Deposit and other Accounts..................... 1,512,567,419 


Acceptances, Guarantees, Indemnities, etc., for 
account of customers 44,004,345 


Paid-up Capital 22,964,703 


Reserve Fund 


ASSETS 


Cash in hand and with the Bank of England 133,448,717 


Balances with other British Banks and Cheques 
in course of collection $2,607,654 


Money at Call and Short Notice 111,026,000 
Bills Discounted............... 325,207,354 
Ir vestments 492,888,530 
Advances to customers and other Accounts 377,684,012 
Investments in Subsidiaries :— 

The British Linen Bank | 3,728,558 

eae Tm TI on iin non os ses kciccseccccnscncssass 8,643,769 

Other Subsidiaries......... CN intilintbacsubinntepinaan 2,227,312 
Other Trade Investments 4,313,958 
Bank Premises and adjoining Properties 13,756,258 
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Customers’ Liability for Acceptances, Guarantees, 
TUNIS, Sinn saccrpdlawnsubetenbadbasbicidannses 44.004,345 


HEAD OFFICE: 
54 LOMBARD STREET, LONDON, E.C.3 
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BARCLAYS BANK LIMITED 





Growth in Deposits 


Mr. A. W. Tuke’s Address 


1958 of the Stockholders will be held at 
the Head Office of the Bank, 54 Lombard 
Street, London, E.C.3, on Wednesday, 5th 


February, 1958. 


Capital Issued, £22,964,703; Reserve Fund, 
£20,000,000. 

Current Deposit and other Accounts: 
£1,512,567,419 (1956—/£1,412,924,049). 

Investments: {492,888,530 (1956— 
£475,688,578). 

Advances: £377,684,012 (1956—£368,535,766). 

Net Profit: £2,861,407 (1956—£2,917,112). 


The following is an extract from the address 
of the Chairman, Mr. Anthony William Tuke, 
circulated to the Stockholders :— 


The results for the past year, which we 
submit to you, do not differ greatly from those 
of 1956. After equalizing at 6 per cent the 
interim dividend which was declared in July 
we are recommending a final dividend of 6 per 
cent which makes a total of 12 per cent, the 
same as for 1956. Apart from the last three 
months, when they have been highly abnormal, 
money rates were rather lower in 1957 than in 
1956, and the upward change which took place 
in September did not have, on balance, a 
favourable effect on the year’s results. We 
therefore had to expect a slight fall in our 
profits, especially having regard to the rapid 
increase in Our expenses in recent years; not 
only in the principal item of staff remuneration 
but also in the miscellaneous overheads, from 
the maintenance of the fabric of our branch 
offices to the stationery which we use for our 
daily work. Although we have almost covered 
these increased charges we are fully alive to the 
need for economies in our overheads. We may 
expect that these will come not only from the 
increased mechanization of various’ book- 
keeping processes, but also from the constant 
study of labour-saving expedients of every kind. 
We have a growing department which applies 
itself to just these matters, not only in theory 
but also by experiment. 


[19s Annual General Meeting for the year 


Stockholders are well aware that we are 
deeply interested, not merely financially, in the 
overseas business of Barclays Bank D.C.O., 
which has shown such remarkable progress and 
has brought us so much satisfaction since it 
became a member of the Barclay family just 
Over thirty years ago. 


XX1X 


The Cheques Act, 1957 


I expressed my views last year on the de- 
sirability of introducing legislation for rendering 
unnecessary the endorsement of the great 
majority of cheques and similar instruments, 
and I am glad that this has now been brought 
about. The Cheques Act, 1957, came into 
force on the 17th October last. This Act will 
have important and far reaching effects upon 
the practice of banking. The banks, quite 
rightly in my opinion, have extended the 
benefits of this Act as widely as_ possible, 
having due regard for their reasonable and 
proper protection. ‘There is no doubt that it 
has brought about a very considerable saving 
to the community at large, even though the 
financial benefit to the banks may be no more 
than marginal. 


The Ideal Bank 


Stockholders will have seen references in the 
Press to the affairs of the Ideal Bank in Birming- 
ham, and to our having come to the rescue of 
the depositors so that they should not lose any 
of their money when that bank was obliged to 
stop payment. ‘The affairs of the Ideal Bank 
had been conducted with complete propriety, 
and the depositors had not been tempted by 
extravagant rates of interest. The directors, 
deluded perhaps by the propaganda, so prevalent 
at one time, that cheap money had become a 
permanent feature of our economy, had invested 
a large proportion of their funds in long-dated 
Government stocks and had in some degree 
neglected the need for adequate liquidity, even 
in a savings bank. The Ideal Bank thus be- 
came a victim of the fall in values which is the 
counterpart of the high interest rates imposed 
on the economy in the effort to counteract 
inflation. 

We, for our part, have been taking good care 
of our liquidity recently, but nevertheless on 
two occasions during the past year we have 
found ourselves able to take favourable oppor- 
tunities of adding to our portfolio of Govern- 
ment investments, which consequently show an 
increase of £17,000,000 on the year. Our 
present percentage of investments at 324 is 
higher than we really like it to be, and that 
makes it the more necessary that we should be 
amply provided with maturities during the 
next few years. We believe that we are so 







































provided, and that with the effiuxion of time, 
which in this regard is a faithful ally, they will 
enable us to restore our liquidity at any moment 
in case of need without embarrassment. 


Banker’s Objectives 


In the daily conduct of his business a banker 


always has to hold the balance between two 
conflicting objectives: to use his resources to 
the best advantage, and to maintain ample 
provision for any drawings likely in his judg- 
ment to be made by his customers against their 
deposits. Learned economists will discuss at 
great length the causes of a rise or fall mn these 
deposits. The practical banker, puzzled per- 
haps by these erudite lucubrations, pins his 
faith to what he knows from his experience and 
can understand, which is that his deposits, 
and with them his cash, rise and fall day by 
day with the balance, credit or debit, of his 
daily clearing account with other banks and 
the Government. 

If on a certain day a banker finds that he 
has a favourable balance in the clearing of 
£5,000,000, the effect, taken in isolation, will 
be that his cash at the Bank of England will 
be increased by that amount, and that there 
will be a corresponding increase in the deposits 
of his customers or alternatively a decrease in 
their borrowings; or more probably some 
unforseeable combination of the two. He will 
assume that the money has all gone into 
deposits and as he needs to keep only 8 per cent 
of his deposits in cash he will have 92 per cent 
or £4,600,000 to invest, which he will doubtless 
employ in the first instance on the money 
market. If the situation is reversed, as it well 
may be, on the following day, he will have to 
find £4,600,000 from his money market assets 
to make good the fall in his cash, the balance 
of 8 per cent not being required because he will 
know that his deposits have returned to their 
former level. It is true that, when he next 
takes out his balance sheet, he may find that, 
apart from the changes which he has foreseen 
as a result of the daily movements of his clearing 
account, there has been an increase or decrease 
in the borrowings of his customers, of which 
he could not previously have been aware, and 
a corresponding change in the total of ‘his 
deposits. Here practice begins to move into 
the region where theory flourishes, but even, so 
there is nothing that the individual banker can 
do to increase or decrease the credit balances 
of one group of his own customers by increasing 
or decreasing the amounts placed at the dis- 
posal of, but not necessarily used by, another 
group. 


A Rather Better than Average Result 


When inflation is in progress, every bank is 
likely to find itself taking in money over a 
period in the clearing and its deposits increasing 
accordingly; and this growth may not be 
exactly proportionate as between one bank and 
another. Any bank which in the long run 


continues to receive rather more than its pro- 
portionate share will find itself by that much 
less embarrassed when operations undertaken 
by the Government in furtherance of a credit 


XXX 





squeeze reduce the total of deposits in the 
banking system. In this respect we have beep 
somewhat favoured during the post-war years, 


There is, I suppose, no merit in mere magni- 
tude, but an increased girth is very useful when 
one is being squeezed. Our figures have not 
been affected during this period by any advep- 
titious aid nor artificial stimulant, and there js 
no special reason that I know of, which has 
produced for us a result rather better than the 
average. Such a persistent trend can hardly 
be fortuitous. A contributory cause is, I am 
sure, our decentralized method of administra- 
tion through Local Head Offices, and another 
may well be our extensive and widening interest 
in Barclays Bank D.C.O. and in various other 
banks operating in the overseas territories of 
the Commonwealth. In the main, however, it 
must, I believe, reflect the satisfaction of our 
customers, old and new, with the service given 
to them by our staff at home, an explanation 
which I certainly believe to be true. 


Record Level of Deposits 


On the year our deposits have increased by 
no less than £100,000,000 to a record figure of 
£1,513,000,000 and £70,000,000 of this has 
been added in the last six weeks; indeed on the 
last day we took in unexpectedly £15,000,000 
which we were not able to employ fully on the 
market, with the result that we finished with a 
wholly abnormal cash ratio of 8.82. Apart 
from these late movements there were no 
unusual fluctuations in our total credit balances, 
but there have been considerable underlying 
variations in the relationship between current 
and deposit accounts. In November, for 
example, the overall total was unchanged as 
compared with October, but current balances 
had fallen by £22,000,000 and deposit accounts 
had risen correspondingly. 

A movement of this kind affects adversely 
our profit and loss account, since there is no 
increase in funds available for investment to 
offset the additional interest payable by us. 
The individual credit balances, both on current 
and deposit account, naturally vary enormously, 
but it is of some interest to note that in Bar- 
clays Bank the average balance in each case ts 
just over £500. It must be borne in mind that 
interest-bearing deposits are of two diametrically 
different kinds: the savings of private persons, 
which may be individually small but are in the 
aggregate very stable, and the deposits of 
trading companies, which are often individually 
large but may be very mobile in quality. 
Within the deposit accounts themselves there 
is thus an unknown factor. ‘There has been 4 
tendency since rates became high for holders 
of large individual deposits to transfer their 
money into Treasury bills, so that the rise of 
£.22,000,000 in our deposit accounts in Novem- 
ber probably understates the amount by which 
the smaller accounts have increased during this 
period. 

Copies of the Directors’ Report containing the 
full text of the Chairman’s Address may be obtained 
from Barclays Bank Limited, Room 142, 4 
Lombard Street, London, E.C.3. 
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NATIONAL PROVINCIAL BANK LIMITED 





Economic Sphere: Violent Changes and Fluctuations 





Mr. D. J. Robarts on the Problem of Priorities 


HE 125th annual general meeting of 
"T Nationa Provincial Bank Limited will be 

held on February 13 at the head office, 
15 Bishopsgate, London, E.C.2. 

The following is an extract from the state- 
ment by the Chairman (David John Robarts, 
Esq.), which has been circulated with the 
report and accounts for the year ended 
December 31, 1957: 

Reorganization of the Share Capital of the 
Bank.—The Scheme of Arrangement dated 
February 12, 1957, for the reorganization and 
simplification of the capital structure of the 
Bank was duly approved at the meetings of 
shareholders held on March 21, 1957. The 
High Court subsequently sanctioned the 
Scheme and confirmed the reduction of capital 
extinguishing the uncalled liability on the 
“A” and ““B” shares. As a result of these 
changes and the application of £1,033,742 of 
the Bank’s Share Premium Account, the paid-up 
capital of the Bank has been increased from 
£9,479,420 to £10,513,162 and is represented 
by a single class of shares of £1 each fully paid. 

125th Report and Accounts.—Shareholders 
will notice that this is the one hundred and 
twenty-fifth Report and Accounts of the Bank. 
To mark this occasion a brief account of the 
history of the Bank has been included, tracing 
the major developments throughout the long 
period during which the National Provincial 
Bank has maintained its high tradition of 
public service. 


Statement of Accounts 


The Balance Sheet and Accounts of the 
Bank together with the Directors’ Report are 
before you. 

It will be seen that the liabilities of the Bank 
to its Current, Deposit and other Account 
holders at £830,705,869 exceed last year’s 
figures by £16,181,900. 

The total of our liquid assets—Cash, Money 
Lent at Call and Short Notice, and Bills— 
represents 39.6 per cent. of our deposit lia- 
bilities. ‘This compares with 37.3 per cent. 
twelve months ago. 

Investments in securities of, or guaranteed by, 
the British Government continue to be shown 
at a figure which is below their market value. 
The Balance Sheet value of £215,237,902 
gives a ratio of 25.9 per cent. to Deposits as 
against 26.5 per cent. last year. We hold no 
undated government securities and the majority 
of our holdings mature within ten years. 

Our Advances stand at £240,093,573 which 
represents 28.9 per cent. of our Deposits. 

€ corresponding figures at December 31, 


XXX1 


1956, were £256,730,398 and 31.5 per cent. 


Profit and Loss Account 


The Account shows a net profit for the year 
of £2,061,966 compared with {2,030,483 for 
1956. 

Together with the amount brought in of 
£654,875 there is a balance for disposal of 
£2,716,841. An interim dividend of. 9 per 
cent. has been paid, taking £544,056, leaving 
available £2,172,785. 

It is now proposed to deal with this balance 
as follows: 

To pay a final dividend of 
9 per cent. He ae £.544,056 


To appropriate to Reserve 


Funds £1,000,000 
This will leave to be carried 

forward ~ £628,729 

The proposed final dividend of 9 per cent. 


makes, with the interim dividend of 9 per cent. 
paid in July last, a total dividend of 18 per cent. 
in respect of the year 1957. 


Economic Conditions 


The past year will be remembered as one of 
exceptionally violent changes in the financial 
and economic spheres. The early months of 
the year were overshadowed by the aftermath 
of the nationalization of the Suez Canal and 
the strains upon our economy thereby created. 

After commenting on the changes in the 
economic situation and the measures taken to 
meet the position, Mr. Robarts said: 

The raising of Bank rate to 7 per cent. and 
the determination to use our dollar resources 
and credits to meet speculative pressure proved 
effective and the exchange rate has improved 
with the result that our resources in foreign 
exchange have shown a recovery. 

Other active steps were taken by the Govern- 
ment. On the day on which the Bank rate was 
raised, September 19, the Chancellor an- 
nounced that it was the intention to hold down 
the total of Government investment expendi- 
ture instead of allowing it to rise as planned. 
At the same time, the Chancellor requested the 
banks to restrict bank lendings to an average 
level over the following twelve months no 
higher than that prevailing during the preceding 
twelve months. Mr. Thorneycroft said at the 
meeting of the International Monetary Fund: 

“The purpose of the measures which I 
announced before leaving London has been 
to go to what I conceive to be the root of 











any inflation—namely, the supply of money. 

Let me repeat what I said: ‘ There can be 

no remedy for inflation and the steadily 

rising prices which go with it which does not 

include, and indeed is not founded upon, a 
control of the money supply. So long as it 
is generally believed that the Government 
are prepared to see the necessary finance 
produced to match the upward spiral of 
costs, inflation will continue and prices will 
goup’. What is needed to bring it to a halt 
is for the Government to be prepared to deny 
the extra cash whatever other painful conse- 
quences may follow ”’ 

This unequivocal statement of policy clearly 
impressed responsible opinion at home and 
abroad: it was undoubtedly an important factor 
in creating a better sentiment about sterling. 
In view of this it is sincerely to be hoped that 
the recent resignation of Mr. Thornevcroft 
involves no departure from the principles he 
laid down. Otherwise the slow and difficult 
process of consolidating the recovery in sterling 
will be jeopardized. 

While foreign markets are not likely to regain 
full confidence in sterling until there is evidence 
that the constant increase of wages and costs 
can be controlled, the recent weakness of ster- 
ling was partly the result of capital withdrawals 
from the sterling balances, especially by India 
and Pakistan, and to that extent the drawing on 
credits abroad to meet the strain is not 
unjustified. 


Economic Priorities 

Our domestic problems are complicated by 
the unsettled state of the international climate, 
both political and economic. Since the middle 
of last June there has been a series of shocks 
to international confidence and there ts no sign 
as yet of any relaxation of the cold war. As a 
result, the defence of the free world still entails 
a burden of expenditure which weighs heavily 
on the economies of ail the democratic countries 
and may indeed need to be increased with the 
constant development of new and costlier types 
of armament. Defence must clearly have the 
first claim on our resources. It is, however, 
the task of Governments to find the finance for 
this purpose, without inflating their currencies, 
and, if necessary, to scale down the budgetary 
charges devoted to other objects. ‘The main- 
tenance of even the present standard of living 
depends, first, on the maintenance of peace*and, 
secondly, on the maintenance of a stable cur- 
rency. After that, the next priority should be 
the capital required to modernize and expand 
industrial equipment. The volume of con- 
sumption, and the improvement of our standard 
of life, need to be adjusted to this scale of 
priorities. 

Unfortunately, it is not so easy to arrange 
priorities in this way. During the past year 
efforts have been made both in this country 
and in the United States to curb the inflationary 
trend. ‘The method adopted in both countries 
is directed primarily to a restriction of monetary 
supplies in the private sector of the economy. 
This has contributed to a fall in international 
commodity prices and some reduction 1n invest- 
ment plans and it may result in a world-wide 
recession of business. But this will not neces- 
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sarily mean the end of inflation—any recesgigp 
of business will mean a fall in the future yielj 
of taxation and may cause a demand for furthe 
Government expenditure to counter unempley. 
ment. ‘T’hus the measures adopted to cur) 
inflation may, in the end, lead to further infy. 
tion. The inflationary trend is not likely to hy 
overcome unless and until governments ar 
able to cut down the disproportionate share of 
the national resources which they at presen 
consume, largely for non-productive purpose 
and this, in turn, will not be possible unti 
public opinion has been educated to under. 
stand that constant demands on the Gover. 
ment for additional expenditure can only end 
by undermining the economy of the country, 

The fall in commodity prices will inevitably 
tend to make export business with the pro. 
ducing countries more difficult, particularly fo 
capital exports, and will increase the need for 
medium or longer-term credits for such exports, 
It is not normally the function of a commercial 
bank to provide such credits. The Gover. 
ment have, however, agreed that bank credit; 
for this purpose can be guaranteed by the 
Export Credits Guarantee Department so that 
they can be regarded as gilt-edged, so far a 
the risk of repayment is concerned, up to the 
amount guaranteed. Moreover, the Gover- 
ment regard such credits as so much in the 
national interest that they have also agreed that 
these credits should be excluded from the 
scope of the credit squeeze. But, however 
little risk there may be, a commercial bank, 
with its liability to repay current account 
balances on demand and _ deposit account 
balances at short notice, cannot afford to lock 
up any but a small proportion of its resources 
in medium- or longer-term credits. Further- 
more, it is not easy to justify providing any 
considerable amount of advances for such 
purposes when a credit squeeze is being en- 
forced on other customers. 

While there are no signs of developments 
foreshadowing an early end to the credit 
squeeze, there is little doubt that the measures 
adopted by the Government in the autumn 
have brought about a more cautious attitude 
towards future commitments. It is difficult to 
be precise in such matters, but the evidence 
accumulates of a tendency for stocks to be 
allowed to run down and, here and there, for 
capital investment plans to be re-phased if not 
dropped altogether. Such developments are 
clearly not without their effect on the demand 
for bank advances; nevertheless, it is still our 
experience that overdrafts are pushing up hard 
against limits and we expect that this pressure 
will be intensified in the early part of 1958 
when the tax-gathering season is in full swing. 

Beyond this it would be unwise to ventufe 
into the realms of prophecy. Internal stability 
and external security of the pound have been 
elusive targets for so long that one hesitates to 
claim any lasting success for the Government’ 
latest measures. This much, however, can 
said: there appears to be a greater awareness of 
the economic problems we face and a greater 
willingness to recognize unpleasant facts. 
this is so, the chances are naturally brighter 
that the year 1958 will mark a turning point # 
our affairs. 
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Changing Economic Situation 


MIDLAND BANK LIMITED 


-A * Crisis of Confidence ’ 


Need for Wider Understanding of Financial Policy 


Essentials for Maintaining Sterling’s Value in World Markets 


Viscount Monckton on Country’s Policy of Restraint and Bank Advances 


HE One Hundred and ‘T'wenty-second 
"Annual General Meeting of Midland 
Bank Limited will be held on February 14, 
at the Head Office, Poultrv, London, E.C. 
The following is the Statement by the 
Chairman, THE Rr. Hon. THE VISCOUNT 
MoNCKTON OF BRENCHLEY, P.C., K.C.M.G., 
K.C.V.O., M.C., Q.C., on the report of the 
directors and balance sheet for the year to 
December 31, 1957: 


On the record of economic affairs, the year 
1957 turned out to be more disturbed than at 
the outset it seemed likely to be. In the early 
part of the year confidence had been streng- 
thened by passage through the Suez difficulties 
with less damage to the national economy than 
had been officially and unofficially foreseen. 
The February reduction of Bank rate was 
followed by a fairly reassuring Economic Survey 
and what might be called a comfortable budget. 
The barometer was moving towards “ set fair ”’. 


Quite suddenly, switched to 
“stormy ’”’. A wave particu- 
larly abroad, about the future value of the 
pound sterling Ied to a repetition of acute 
balance of payments difficulties notwithstanding 
a considerable surplus on current account 
transactions and an encouraging trend in ex- 
ports. The gold and dollar reserves were 
drawn down with alarming rapidity. Once 
again we were caught up in a “ crisis of con- 
fidence” which demonstrated, not for the first 
time, that Britain’s fine post-war record as 


however, it 
of uneasiness, 


trader had been accompanied by over-expan- 
sion of her activities as a provider of capital 
and by the comparative illiquidity of her posi- 
tion as international banker. 


The impact of 
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the disturbance was thus concentrated on 
external financial arrangements. Yet the cumu- 
lative uneasiness which precipitated it was 
attributable largely to inferences drawn at 
home and abroad from the record of events 
over the past decade and from anxieties about 
future domestic conditions and policy. To 
meet this situation, drastic measures were 
taken in September. The results, judged by 
the immediately critical tests, were reassuring; 
but the measures themselves entailed awkward 
readjustments of business plans and arrange- 
ments, and the year ended in an atmosphere of 
quiet hesitancy. 


The Need of Wider Understanding 


Experience and: observation during this 
period of rapid change suggest the need for 
developing effective ‘‘ public relations ’—in the 
most objective sense of that term. The nature 
and causes of the position which imperatively 
demanded action, the policy adopted and the 
measures taken—all these have been widely 
misunderstood, despite official efforts to explain 
them. ‘Two particular examples may be cited 
as illustrating the need of fuller appreciation of 
what is happening, what is being done and the 
reasoning on which responsible decisions have 
been based. 


When the Bank rate was reduced last Febru- 
ary, both the Chancellor of the Exchequer and 
the Governor of the Bank of England were at 
pains to emphasize that the movement did not 
imply any modification of the restrictive credit 
policy then in force. Even so, the reduction 


il 











was widely read as a signal of relaxation, one 
result being that the banks were faced by an 
inflow of hitherto pigeon-holed applications for 
credit which, having regard to the unchanged 
official requests, they had necessarily to refuse. 
More important than any embarrassment to 
the banks is the possibility, suggested by the 
subsequent course of events, that the mis- 
-reading of official action at that time may in 
itself have necessitated more drastic action 
later on than might otherwise have been neces- 
sary. Further, the apparent change of front a 
few months later made the measures then taken 
all the more difficult to understand. 


A second example is provided by the Septem- 
ber measures themselves, embodying the sharp 
rise in Bank rate, the quantitative restriction of 
bank advances and a further review of Govern- 
ment and other Government-financed expendi- 
ture. The steps thus taken were presented in 
an atmosphere of acute emergency, created by 
the rapid draining-away of gold and dollar 
reserves. In the circumstances a_ tendency 
appeared in public discussion to overstress the 
part played, in precipitating the “ crisis ”’, by 
foreign speculation in sterling. Moreover, it 
was not sufficiently recognized that overseas 
opinion sprang largely from a perhaps unduly 
sceptical assessment of the authorities’ will and 
power to correct conditions threatening further 
depreciation of the purchasing power of the 
currency. In the face of such scepticism, 
official denials of any thought of devaluation 
proved unavailing until supported by more 
dramatic action than the domestic business 
situation, considered by itself, appeared to 
demand. Accordingly, the measures adopted 
were a subject of some confusion and mis- 
understanding. It was not easy for the public 
to grasp, for instance, just why restrictive 
measures should be necessary at a time when 
activity in some branches of industry had 
already shown signs of flagging a little; or 
why some curtailment of capital outlay should 
have to be imposed while everybody was agreed 
that, in the long run, the country’s competitive 
efficiency required still more capital extension 
and re-equipment in industry. The penalties 
of the higher level of interest rates, moreover, 
were all too easy to see—especially the en- 
croachment on the prospective budget surplus 
on revenue account and the additional out- 
goings on the balance of payments in respect 
of interest paid to overseas holders of sterling. 
Here too, then, the measures taken might have 
been more generally approved if the reasons for 
them had been more widely understood. 





New Investigations 


Happily, two welcome developments in the 
direction of fuller understanding of the mone- 
tary system and the way it operates have taken 
place within the past year. ‘Their timeliness 1s 
reinforced by the fact that both steps were 
announced before the events of September 
following the run on sterling. The need for 


comprehensive review of our monetary arrange- 
ments was thus realized and acted upon before 
it received such conspicuous fresh demonstra- 
tion; 


and_ realization had doubtless been 
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sharpened, and action hastened, by the evideng 
of misunderstanding of the lowering of Bank 
rate early in the year. 


First, then, a general welcome was given ty 
the appointment of the Radcliffe Committe. 
Although the major task of this body is tp 
advise the Government on the working of the 
monetary system, there can be no doubt that 
the results of its labours will have an important 
educative influence. There are many things 
about the monetary system, after all the mod}. 
fications that have taken place in recent decades 
in both the system itself and the circumstances 
in which it operates, that need elucidation, 
Accordingly, all of us should profit from the 
findings of the Committee and be stimulated 
by its recommendations when they appear. 


Secondly, and perhaps more directly relevant 
to the subject of public information, came the 
setting up of the Council on Prices, Produc- 
tivity and Incomes. This very small body is 
something quite new in its form and functions. 
For one thing, it is not a transitory body de- 
signed to examine some particular problem and 
disband on the completion of its inquiry. It is 
established rather as a standing committee, 
with a wide-ranging commission. Moreover, 
in two respects it is unusual if not unique. 
members have been chosen for their individual 
qualities, and not in any representative capacity; 
and the task of the Council is not to advise the 
Government, but to inform the public. The 
complete objectivity of the Council is manifest, 
and it can be relied upon to choose wisely the 
time, manner and subject of its expositions. 
If, further, it succeeds in formulating its views 
in a way that appeals to the general public as 
sensible and forthright, it may come to havea 
strong and healthy influence upon the trend of 
opinion and the course of affairs. It is not 
enough that the authorities should consistently 
pursue a monetary policy that is thoroughly 
objective and far-seeing in its purposes and 
manner of execution; it is necessarv also that 
both policy and measures should manifestly 
possess these qualities. 


Britain’s International Position 


Much of the prevailing confusion and mis- 
understanding about the matters I have dis- 
cussed results from imperfect appreciation of 
the unique international position of our national 
economy. No country is involved in so intr 
cate and complex a manner and degree as is the 
United Kingdom in the course of business 
affairs in other parts of the world; in no highly- 
industrialized country are the factors deter- 
mining her economic condition and policy more 
powerfully shaped by external forces. With 
this fact in mind, developments during the past 
year give warnings which can only be dis- 
regarded at our peril. 


First, we have been rightly encouraged by 
the maintenance, despite all the disturbances to 
steady expansion of trade, of a_ substantial 
surplus on the current balance of payments. 
Events have shown, however, that the surplus 
is not as large taking account of other com- 
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mitments—as is required to build up a strong 
international position in terms of the relation 
between external liabilities and liquid assets. 
Moreover, the achievement of a surplus, while 
resulting largely from perseverance and enter- 
prise in overseas markets, has been favoured by 
a general expansion of world trade, and there 
are disquieting signs that the expansive process 
may have reached or be approaching an interval 
of hesitancy. Doubts about the course of 
business in the United States in the immediate 
future, the reappearance during the past year of 
the “dollar gap ”’, the difficulties encountered 
in financing capital projects in under-developed 
parts of the world, and disturbances of the 
relations among European currencies—all these 
things suggest tnat world conditions as a whole 
may not be so conducive to the enlargement of 
British exports in the near future as they have 
been almost continuously since the end of 
the war. 


Another consideration leads to a _ similar 
though perhaps less direct inference. The 
favourable outturn of the current balance of 
payments last year was traceable in part to a 
change in the terms of trade whereby our 
imports, on the average, became considerably 
cheaper in terms of our exports. Although 
such a movement is clearly to this country’s 
advantage in the short run, it must if continued 
affect adversely the buying power of overseas 
producers of primary commodities. ‘The mone- 
tary reserves available to primary-producing 
countries to ride out a movement of this kind 
are limited, and before long the effects are 
bound to be expressed in a curtailment of their 
purchases oof finished goods. Hence the 
secondary reaction is damaging to the export 
trade of manufacturing countries like our own. 
For this reason also, then, we should beware of 
over-confidence about the outlook for exports 
and for the balance of payments. 


To some extent the treatment of disturbances 
arising from broad international factors is a test 
of the reality of international collaboration in a 
world that has devised elaborate machinery for 
the purpose of action or consultation. In con- 
trast to the intensely nationalistic relations exist- 
ing between the wars, we have now the working 
mechanism of the International Monetary 
Fund, the European Payments Union and the 
International Bank for Reconstruction and 
Development, as well as standing organizations 
for consultation such as the General Agreement 
on Tariffs and Trade and the Organization for 
European Economic Co-operation. Admittedly 
the scope of such arrangements is limited, and 
the existence of machinery is no guarantee that 
it will be operated with such decisive effect as 
to overcome powerful elements of disturbance. 
Perhaps, indeed, their chief value lies less in 
their direct operative results than in the en- 
couragement they give to individual countries 
to take appropriate measures leading in the 
same general direction but suited to their own 
particular circumstances. For ourselves, what 


s obviously essential in the world conditions 
now prevailing and as far as can be foreseen is 
rs avoid _monetary over-expansion and any 
tutther diminution 


in the real value of the 
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pound which would impair the competitive 
strength of our industry in overseas markets. 


Bank Advances 


A year that has brought so much disturbance 
in financial affairs generally can hardly have 
been other than difficult for bank management. 
To a minor extent the pre-occupations of 
bankers have been with technical matters in- 
cluding the new legislation affecting the treat- 
ment of cheques. Mostly, however, they have 
been directly related to the measures taken by 
the authorities in pursuit of national policy. 


In February, as already noted, the banks 
were required to maintain their discriminatory 
standards of judgment towards applications for 
advances in face of the widespread supposition 
that the ‘‘ credit squeeze’”’ had been relaxed. 
In September they were called upon to adopt 
an even more restrictive attitude, following the 
requirement that the average amount of ad- 
vances during the ensuing year should not 
exceed that of the preceding twelve months. 
Accordingly, they were again confronted with 
the task—which becomes no easier with the 
lapse of time—of satisfying many credit-worthy 
customers that the refusal of credit facilities 
was not of their own choice but was imposed 
by authority in the national interest. It is not 
a happy position for a banker to have to sustain 
for any long period. 


The figures of bank advances year by year 
give some idea of the magnitude of the relative 
contraction of bank credit, enforced in response 
to official requests. Whether advances be cal- 
culated in relation to national income, as a 
rough measure of the total turnover of business, 
or in relation to bank deposits, the proportions 
are much lower than they were before the war. 
The movements since 1951 are of particular 
interest as covering the period in which, while 
old-established monetary instruments were 
brought back into use, the practice of officially- 
directed restraint in bank lending was intensi- 
fied with the addition of quantitative to quali- 
tative ‘‘ directives’’. Comparing the figures 
for 1957 with those for 1951, the national 
income has expanded by nearly one-half, while 
bank advances have risen only slightly. As to 
selectivity, advances to the export and other 
industries enjoying priority have shown a sus- 
tained increase throughout, and those to the 
remaining branches of industry and trade are 
roughly unchanged in amount, while advances 
to other borrowers have undergone a substantial 
decline which is particularly marked under the 
heading ‘‘ personal and professional ’’. 


It should not be assumed that these move- 
ments, appropriate as they are to the require- 
ments of policy, are wholly to the long-term 
national advantage. The withholding of credit 
here and there must have delayed some business 
development which on its own merits was to be 
desired on considerations of ultimate benefit to 
the national economy in a competitive world. 
Further, there have been many instances in 
which failure to obtain credit from a bank, for 

















purposes which were officially regarded as 
standing low in the order of priorities, has been 
followed by resort to other, largely unregulated 
and probably less economical, sources of 
finance. 

Much has been said by my predecessor in 
the chair of the difficulties encountered by the 
banks in enforcing an officially-directed policy 
of extreme restraint; but there are three points 
I would wish to make on this occasion. The 
first relates more especially to the ‘‘ qualitative ”’ 
requests, expressed in terms of the purpose of 
borrowing. ‘The requirements of many busi- 
ness borrowers have to be judged in relation to 
their total financial position, and it is therefore 
not always easy to deal with an application by 
reference to any particular requirement of the 
business. Additional credit for some explicit 
capital purpose may be refused; but an indirect 
reaction from the refusal may be a tendency by 
the customer to use more fully the overdraft 
facilities he has at his disposal for ordinary 
day-to-day business operations. ‘To this extent 
selective credit control may prove to be —as is 
commonly said of a high Bank rate—a “ blunt 
instrument ”’ of monetary policy. 

Secondly, we have to reckon with some lack 
of harmony between the two kinds of official 
‘‘ request’. The qualitative requests are not 
wholly negative; while some purposes for which 
bank credit may be desired have for the time 
being to be frowned upon, others are to be 
favoured in a positive way by ensuring that all 
necessary facilities shall be available. But the 
further a quantitative request is pushed, the 
more difficult it becomes to meet expanding 
demands of highest priority except by curtailing 
the borrowings of customers whose needs, on 
the tests of the selective requests, have a lJegiti- 
mate case against actual reduction. 





Finally, just as, on the record of the past six 
years, successive upward movements of Bank 
rate have been no more than partially offset by 
later reductions, so the tendency is for requests 
to the banks on lending policy to remain in 
cumulative force. If the best use is to be 
made, in the long run, of this particular instru- 
ment of policy, then there is need for flexibility 
to be practised in its operation from time to 
time. There should be some assurance that, 
as conditions calling for severe restrictions 
become less exacting, the severity of the 
restrictions will be promptly relaxed. A phase 
might indeed come in the economic situation 
of the country at which restriction of any ex- 
ternally imposed sort upon bank lending could 
be positively harmful and obstructive to bust- 
ness recovery. We may therefore hope that 
the authorities will be watchful to ensure that 
the restraints are lifted, as opportunity offers, 
to accord with changes in national conditions 
and prospects. 


Deposits and Turnover 


In accord with the restrictive monetary 
policy, deposits have again shown, on the 
averages for last year and 1956, only a trifling 
growth. Their composition, however, has 
changed; a considerable shift has taken place, 
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particularly since September, from c¢ 
account balances to deposit accounts in 
sponse to the attraction of interest rates hij 
than anyone would have thought likely a fe 
years ago. 


If the comparison is extended over a longer 
period, one feature of the statistics is a remark. 
able degree of stability in the supply of th 
more liquid form of ‘‘ bank money ”’, na 
current account balances. We have given son 
study to the figures and have related them py 
broad indices of business turnover. The fo. 
lowing table may be of general interest. Th 
figures under all headings but one are derived 
from published statistics, but those under the 
heading ‘‘ Business Turnover ”’ make a ney 
contribution. They are calculated from anny 
totals of the turnover on current accounts with 
the Midland Bank, after deducting from they 
totals the figures for a few branches in the Ci 
of London which are heavily affected by pure 
financial operations, especially those concerned 
with the money market. The results as show 
in the table may be regarded as indicating th 
fluctuations in turnover arising out of the day. 
to-day conduct of the country’s industry an 
trade, and it may be presumed that they would 
not differ greatly from a similarly constructed 
index for all the banks if the basic data for the 
calculation were available. 


INDEX Numpers (1950= 100) 

Credit Busi- Index of 

Balances ness Gross __[ ndustrid 

on Current Turn- National Produe- 
Accounts* overt Income} tion} 
1946 85 68 76 76 
1947 93 77 81 81 
1948 97 87 89 88 
1949 99 92 95 93 
1950 100 100 100 100 
1951 102 113 110 103 
1952 99 118 120 100 
1953 100 120 128 106 
1954 103 128 137 114 
1955 102 139 145 120 
1956 98 143 156 119 
1957 98 151 164 121 


* Yearly averages calculated from monthly 
statistics for all London clearing banks. 


+ Calculated from adjusted Midland Bank 
figures. 


t Calculated from official estimates 1946-56; 
private estimates for complete year 1957 on 
basis of official estimates as far as available. 


In comparing these series one cannot fal 
to notice the much greater rise over the period 
in national income than in industrial production 
—a divergence which in part reflects the upward 
trend of prices. Business turnover rose faster 
than national income in the immediate post-wat 
period, with the dismantling of wartime cot 
trols and the return of trade in many com 








the 


31S 
bre 
sid 
Oy 
nes 
wo 


Inc 
res 
fac 
out 
che 
of 

out 


pas 
of ¢ 
in 











Cure 
In t 


s highe 
V a fey 


1 longer 
remark. 
Of the 
namely, 
en some 
them ty 
“he fol. 
. . o 
derived 
der the 
a new 
annual 
its with 
Nn these 
he Cir 
' purely 
cerned 
shown 
ing the 
re day- 
ry and 
would 
tructed 
for the 


20 
19 
21 


ynthly 
Bank 


6-56 
7 on 
a 


t fail 
riod 
















modities from Government departments into 
rvate hands. Thereafter, the comparatively 
ower rise in business turnover may reflect the 
gradual increase in that part of the national 
income finding its way into the possession of 
people not ordinarily operating bank accounts ; 
on the other hand, the period saw a considerable 
increase in the number of cheques used for all 
purposes taken together. Most conspicuous, 
however, is the disparity between the later 
figures in the first two columns. For roughly 
,decade the amount of current account balances 
hag remained on a level, with only small 
divergences either way; yet business turnover 
has increased more or less markedly year by 
vear. The same amount of “‘ bank money ” 
has been doing more and more work. It 
would be difficult, in the light of these figures, 
‘9 attribute the post-war inflation, as expressed 
in rising prices, to the availability of bank 
money, whether in the form of pure credit 
moneys or of balances newly created by the 
use of bank advances. 


Overseas Business 


This Bank has a particularly large share of 
the international business passing through 
London, thanks in part no doubt to its con- 
sistent policy of refraining from opening 
branches abroad or operating through sub- 
sidiaries overseas. ‘Thus the turnover of our 
Overseas Branch, in which most of such busi- 
ness is concentrated, reflects the course of 
world affairs as well as administrative alterations 
in the system of exchange control. ‘These 
included, during the past year, some added 
restrictions on the resort to London credit 
facilities for financing trade between countries 
outside the sterling area and the steps taken to 
check operations through some outlying parts 
of the sterling area whereby an unregulated 
outflow of capital had taken place. 


The course of the relevant figures during the 
past year shows, in conformity with the record 
of events in respect of sterling, some diminution 
in deposits on the accounts with us of banking 
and other institutions abroad. Far from experi- 
encing any reduction in activity, however, the 
total volume of business handled by our 
Overseas and provincial foreign branches has 
shown a substantial increase over that recorded 
for 1956. It is gratifying to find that, notwith- 
standing the disturbances of the past vear, the 
number and aggregate value of transactions 
lating directly to international trade has been 
more than maintained. 


We are naturally giving close consideration 
0 possible effects upon our business of the 
inuguration and development of the European 
common market and to the implications of the 
proposed Free Trade Area. These are two 
distinct though related projects, and we find 
that industrial and trading customers of the 
Bank sometimes experience difficulty in obtain- 
ing all the information and guidance they need 
in assessing the likely reactions upon their own 
businesses and visualizing the steps they might 
lake to seize every opportunity of expansion. 
Within our own Bank we have accumulated 
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much information, both general and particular, 
which is relevant to such investigations, and 
on a number of occasions we have been able to 
provide some assistance. We welcome in- 
quiries relating to these matters and are ready 
to give them the specialized attention that the 
details of each case require. The services of 
experienced officials are available by inquiring 
at any of our branches. 


Management and Staff 


Since | joined the Bank, nearly a year ago, 
| have become more and more impressed by 
the high standard of management and of staff 
proficiency that is called for by the develop- 
ment of our business. ‘These qualities, how- 
ever, can be powerfully reinforced by the active 
support of shareholders and established cus- 
tomers of the Bank. We like to feel that 
shareholders are concerned to promote the 
expansion of the business, and to that end we 
have prepared a special booklet describing the 
Bank’s organization and _ services, which is 
being supplied to new shareholders as_ their 
names come on to the register. As regards 
customers, we are continually seeking to widen 
the circle by progressive advertising in various 
forms. With a view to the extension of the 
Bank’s business, we announced during the past 
year the appointment of several Area Repre- 
sentatives and a Public Relations Officer. At 
the same time it is our steady aim to extend our 
goodwill in more general terms. Some of our 
activities in this field are of a public service 
character, such as the production of the 
quarterly Midland Bank Review and the con- 
tributions made by officials of the Bank to 
various types of conference, educational courses, 
and so on. 


All efforts at widening the range and enlarging 
the volume of the business must, however, be 
unavailing unless we give constant thought and 
care to the “ public relations ”’ quality of our 
staff as a whole, particularly those—managers, 
cashiers, messengers, and so on—who come 
into direct contact with the public. I have 
been very glad to observe the provision made 
on this side of our administrative arrangements. 
In particular it has been interesting to see 
something of the training systems operated 
within the Bank to supplement the vocational 
education and training supplied on the basis of 
the Institute of Bankers’ examination require- 
ments. All this helps in maintaining efficient, 
resourceful, helpful and conscientious repre- 
sentation at our branches throughout the 
country. Hardly less important, it helps to 
equip men and women in the Bank to play a 
useful part, as so many of them do, in the 
conduct of public affairs in their local com- 
munities. I am thinking more particularly of 
the wide range of work that needs to be done 
in the running of all kinds of worthwhile 
voluntary organizations. 





I take this opportunity of paying my tribute 
to the men and women giving service through 
the Midland Bank and of acknowledging the 
pleasure I have experienced in getting to know 
an ever-widening circle of them. 








WILLIAMS DEACON’S BANK LIMITED 





Disturbing Influences in Economic Sphere 





Sir Eric A. Carpenter on Need for All-Round Co-operation 


STATEMENT on the Report and 
Accounts for the year ended December 31, 
1957, has been circulated by Sir Eric A. 

Carpenter, O.B.E., Chairman of Williams 
Deacon’s Bank Limited, in advance of the 
Annual General Meeting to be held on Febru- 
ary 13, 1958. 


Sir Eric referred to the loss the Bank had 
sustained by the death of Sir Kenneth Crossley 
and the resignation of Mr. Kenneth Murray, 
Directors, and welcomed the appointment of 
Mr. J. H. King, the retiring General Manager 
of the Bank, to the Board. He then said that 
the Bank’s Balance Sheet showed Deposits at 
£135,941,026, a very slight increase on the 
previous year. On the other side, Liquid 
Assets amounted to £48,329,130, or 35 per 
cent. of Deposits. British Government Securi- 
ties stood at {34,954,348 and, as always, were 
valued at market price or less. Advances at 
£45,910,255 showed a reduction of £3,229,889 
as compared with December, 1956. 


The Net Profit was £389,976, a decrease of 
£4,272, and it was proposed to pay dividends 
of 16 per cent. for the year on the “‘ A ”’ Shares 
and 124 per cent. (the maximum) on the 
‘“B” Shares, the same as last year. 


During the year a Branch had been opened 
at Leicester and further Branches would be 
opened shortly in other large towns in accord- 
ance with the Bank’s policy of widening the 
area covered by its Branch system. 


International Affairs 

In the wider sphere of international affairs 
to which I now turn, it has to be said that 1957 
has brought a full complement of problems and 
difficulties. At the outset we were contending 
with the problems created by the Egyptian 
seizure of the Suez Canal, an action in respect 
of which no just settlement has yet been 
achieved. The year has seen no progress in 
the reduction of armaments; on the contrary, 
progress has only been in the development of 
more costly and devastating weapons with their 
attendant drain on the economic resources of 
all engaged in the race. In such circumstances, 
our minds are inevitably pre-occupied as to the 
motives which prompted the launching of the 
Russian sputniks now circling the earth and all 
that they seem to portend. It is sad to reflect 
also that in Cyprus, though violence has sub- 
sided, we appear to be no nearer a permanent 
settlement. The French have increased troubles 
to contend with in North Africa, Indonesia is 
more disturbed than ever, and the Middle East 
enjoys little of the stability it needs to make the 
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progress which the possession of vast oil re 
sources should bring. 


Against this rather gloomy background ¢ 
international stresses and strains it is good ty 
see that the older democracies in Europe ar 
continuing to make progress towards the 
realisation of the ideals of a common marke 
and a free trade area. It will be a greg 
achievement on the part of the statesmen o 
Europe if they can bring the necessarily com. 
plicated negotiations to a successful conclusion, 


It was never clearer that tolerance is the first 
requirement in human affairs and that passions, 
whether inflamed by racial or nationalistic 
emotions, or played upon by outside influences 
for purely disruptive purposes, are the enemies 
of orderly progress. It is so much easier to 
destroy than to build. 


A Disturbing Year 


In the economic sphere it had been a dis- 
turbing year, dominated so far as this county 
was concerned by the external difficulties of 
sterling, culminating in the necessity to male 
the Bank Rate to the very high level of 7 
cent. in September. Although the first halts 
the year seemed relatively favourable for & 
gold and dollar reserves in this country, steriii 
came under heavy pressure and in September 
in addition to raising the Bank Rate, the Chia 
cellor asked the ce 
even more firmly. The steps 
stemmed the adverse tide which was a ter 
of confidence and arose from our partictil 
responsibility as bankers to the Sterling Am 
It might be that no country would now 
willing to shoulder the heavy responsibilitit 
entailed in being bankers to the Sterling AR 
but this was a problem which had been 
us for many years, though it was more diffi 
to bear as a result of the two world wars. ~ 
did mean that in running our own affairs W 
should exercise restraint and it might be @ 
in recent years we had been using too much@ 
our resources to invest abroad, including invem 
ment in the under-developed areas of @ 
Commonwealth, which, though quite a la 
thing to do, did mean that if we had had these 
resources in liquid form at the present time we 
would have been the better able to fulfil our 
duties as bankers to the Sterling Area. 














Co-operation Never More Necessary 


In the long run, nations as well as ind 
viduals must live within their incomes or COm- 
fidence would disappear and Sir Eric thought 
the Government were to be congratulated om 
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taking a firm line. The British people could 
rise to great- heights in times of crisis. This 
crisis could be overcome by co-operation be- 
tween all sections of the community, employers 
and employed acting together to use the avail- 
able resources of both men and materials to 
the best advantage. Co-operation was never 
more necessary than it would be in the next 
few months when the world would be watching 
closely to see whether wage increases were 
linked to greater production. 

The credit squeeze, which had gone on for 
so long, though it had been modified from 
time to time, had been carefully observed by 
the Banks, though it had not always been easy 
to do so and would be even less so in the 
months ahead because of the perfectly normal 
commitments entered into some time ago. It 
was always distasteful to have to refuse business 
which, om purely banking grounds, was per- 
fectly satisfactory and to decline to help old 
friends. 

The question, Sir Eric thought, was whether 
too great an emphasis was being laid on 
monetary measures in the private sector. He 
thought it would be a tragedy if, by a too rigid 
application of monetary restrictions, productive 
enterprise amongst the smaller firms were 


stifled and he made a plea for the Banks to be 
permitted to continue their constructive and 
discretionary role in this field of enterprise. 
For one thing, monetary restriction had been 








Also in 10° 25° 50- 100 (including round air-tight tins of 50) 


less effective because of the increase in the 
velocitv of circulation. 


The Bank Rate 


Sir Eric said he was sure the British people 
would respond to a lead from the Government 
which promised an end to constantly rising 
prices. It would enable us to face the prob- 
lems of the European Free Trade Area and 
would find favour with housewives and pen- 
sioners. ‘The alternative was unthinkable and, 
in any case, we could not repeat the present 
operation—we must see that it succeeded. 
There was always the danger that monetary 
restrictions could be maintained too long and 
produce a recession, but it would be foolish to 
relax by reducing Bank Rate too soon, though 
Sir Eric thought that the present high rate 
should be reduced as soon as it safely could be. 

There were signs that the time for a reverse 
move was not very far ahead. There were 
signs of changes abroad and signs here too, of 
which reports had been received from most of 
the areas served by the Bank, that the monetary 
medicine was beginning to work and a careful 
watch would need to be kept on the situation. 

In conclusion, Sir Eric said that he was not 
fearful for our future as the economy was 
fundamentally sound, and that if we were 
willing to accept the standard of living which 
we earned in a highly competitive world the 
vista before us was full of promise. 





‘| never miss” 


said the Major. 


‘‘a trifle extra on a packet. 
It’s litthe enough these 
days for the satisfaction 
of smoking a very much 


better cigarette.” 
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CLYDESDALE & NORTH OF SCOTLAND BANK 


LIMITED 


The Fight Against Inflation 





Need for Resolute Action 


HE 120th Annual General Meeting of 
Shareholders of Clydesdale & North of 
Scotland Bank Limited will be held on 
February 12 in the Head Office, St. Vincent 
Place, Glasgow. 

The following are extracts from the circu- 
lated statement of the Chairman, Sir Harold E. 
Yarrow, Baronet, C.B.E., LL.D.: 

Having regard to the difficult conditions 
which obtained throughout 1957, the results 
disclosed are highly satisfactory. Our Deposits 
at £175,416,371 show an increase of £2,422,383 
as compared with last year. Our Note 
Circulation continues to be influenced by 
the inflationary trend, and with an increase 
of £1.1 million on the year it now stands at 
the new high level of £25.4 million. The total 
outstanding for Acceptances, Confirmed Credits 
and Engagements on account of customers is 
down this year by £647,000 to a total of 
£8,763,286. I am pleased to say that our 
foreign business continues to expand very 
satisfactorily and good progress is being made 
by all our Overseas Branches. 

On the Assets side, you will note that we 
maintain a highly satisfactory level of liquidity. 
Cash, Balances with Other Banks, Money at 
Call and Short Notice at London and ‘Treasury 
Bills amount to £75.7 million and represent 
37.7 per cent. of our liability to the public in 
respect of Notes in Circulation and Deposits. 
Our holdings in British Government Securities 
at {82,049,185 show a small increase of about 
£900,000. The Book Value of our Invest- 
ments at the time of making up our figures was 
£6.6 million in excess of the market value. 
Advances to Customers and Other Accounts at 
£42,583,726 show an increase on the year of 
£1.5 million, which follows upon a decrease of 
over £1 million in the previous year. 

Our Net Profit for the year at £486,466 Shows 
an increase of £4,634. While higher interest 
rates 1n the last quarter of the year have operated 
to our disadvantage, the average rate paid on 
deposits during 1957 showed very little change 
compared with 1956. Running costs have 
again shown quite a substantial increase which 
has been offset by the income derived from the 
larger resources at our disposal throughout 
the year. If the present high rates continue, 
however, we must expect a downward trend in 
profits. 

The Dividend is maintained at 18 per cent., 
and we have again allocated £32,500 to the 
Staff Widows Fund, £100,000 to Staff Pension 
Fund, and £100,000 to Reserve for Contin- 
gencies, which leaves £202,054 to be carried 
forward to 1958. 


The National Economy 
The features of 1957 which stand out most 





strongly in the affairs of the United Kingdom 
as a whole are the drain on our reserves which 
occurred in early autumn and the policies 
which were initiated at that time to deal with 
it and to prevent a recurrence. 

The cause was not far to seek. It was a lag 
of confidence in sterling both at home and 
abroad, and the underlying cause of that lack 
of confidence was likewise not difficult to dis. 
cover. It was inflation, a condition in the 
economy which has given rise to financial crises 
in one form or another far too frequently since 
the war. 

It is universally agreed that inflation, although 
favourable in its immediate effect to some 
sections of the community, is potentially dan- 
gerous; it must be eliminated if real progress 
is to be made. Not everyone 1s agreed on the 
action which would best achieve that end. 


The steps which were taken last September 
were, I believe, necessary both as an immediate 
expedient to reverse the flow of funds abroad 
because of the speculative drive against the 
pound, and in the longer run to exorcise infla 
tion from the economy. It is_ essential to 
realize that any action which achieved the first 
objective without securing the second would be 
largely futile. 

The measures taken appear to have been 
successful in their first objective; the exchange 
value of the pound has been restored and the 
gold and dollar reserves have begun to recover. 
It now remains to convince the world at large 
that we mean to hold our position by achieving 
the second objective, and we will be believed 
only when it is seen that our actions are match- 
ing our words. 

It is the Government’s duty to press through. 
its policies to create the climate in which this 
fight against inflation can be won, and the 
consequences of failure could be so serious that 
it has the right to look for the support even of 
those who may disagree with its policy in detail; 
employers must be prepared to accept moderate 
profits and to be satisfied with nothing less 
than the highest standards of management 
techniques and the adoption of all the resources 
placed at their disposal by modern research; 
and employees must give an honest day’ 
work for an honest day’s pay, ready, in pat 
ticular, to dispense with restrictive practices 
which are damaging to maximum production, 
in the knowledge that what they earn, and save, 
will maintain its value. Our position 1s im 
herently strong—I do not think this can be 
overstressed—and only resolute action & 
required to establish in the eyes of the we 
that it is so. What is wanted is less com 
troversy and confusing advice on means, 
more concerted action towards securing the 
agreed ends. 
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MARTINS BANK LIMITED 


Statement by the Chairman, Sir A. Harold Bibby, D.S.O., D.L. 


Responsibilities in World Politics 


Steps for a Strong Sterling 


HE one hundred and_ twenty-seventh 
T anu General Meeting of members of 

Martins Bank Limited will be held at 
Head Office, Liverpool, on February 12th. In 
his statement circulated to members, the 
Chairman, Sir A. Harold Bibby, D.s.O., D.L., 
writes :— 

The net profit for the year ended 31st Decem- 
ber, 1957, is £901,402 which compares with 
{944,780 in 1956. Higher rates of interest 
have attracted large sums from current accounts 
to deposit accounts on which interest is paid, 
while income from our investments has not 
increased. General expenses have increased 
substantially and the result reflects a narrower 
margin of profit. In the light of all these 
conditions the Board consider the result as not 
unsatisfactory. 

A final dividend of 74%, less income tax, is 
recommended which with the interim dividend 
of 74°, makes 15%, less income tax, for the 
year. This is equivalent to, approximately, 
18° on the old capital which last year received 
174% and is in accordance with the forecast. 

In March a scheme was passed by the share- 
holders for the elimination of the callable and 
reserve liability on the partly paid shares as the 
result of which the paid-up capital was increased 
from {4,315,096 to £5,276,425 10s. by the 
capitalization of £961,329 10s. from the pub- 
lished reserves of £6,150,000; the published 
reserve was then brought back to £5,500,000 
by transfer of £311,329 10s. from the Bank’s 
contingency fund. 

At the same time, opportunity was taken to 
make the share capital more widely marketable 
by sub-dividing the shares into a single class 
of 5s. and this has been generally appreciated. 

After providing for the dividend, appropria- 
tions of £200,000 have been made to Staff 
Superannuation Fund and £250,000 to Premises 
Redemption from published profits. 

Total assets as shown in the comparative 
balance sheet stand at £366,289,158 (1956— 
£359,044,484) and customers’ funds and other 
accounts at {334,301,681 (1956—£324,455,334). 

We have again deemed it wise to continue to 
maintain a high degree of liquidity throughout 
the year, our total liquid resources at 31st 
December _ being £137,319,136 (1956— 


{136,866,747) and the ratio of these resources 
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to our deposits is 41.01%, compared with 
42.11%. It will be observed that the Bank’s 
investments stand at {88,714,641 as compared 
with {88,507,564 a year ago and continue to 
be valued at or under market prices. All 
British Government securities have fixed 
maturity dates and the majority mature within 
SIX years. 


Credit Restriction 


Our advances of £91,487,280 are increased 
by £5,505,848 compared with a year ago. 
There has been no relaxation of the credit 
squeeze during the year but customers have 
made greater use of the agreed facilities at their 
disposal and our experience shows that seasonal 
and other swings have been more pronounced 
causing quite substantial fluctuations in bor- 
rowing. This is, of course, the type of finance 
which banks should provide as it is directly 
related to day-to-day and short-term require- 
ments rather than to long-term borrowing. 
The banks in adhering to the various official 
directives have had to decline many proposals 
which on strictly banking principles they would 
have liked to implement. ‘This has caused the 
determined borrower to go outside his normal 
banking sources, often paying a high rate of 
interest, but still obtaining the funds he re- 
quired. ‘The banks must continue to be given 
flexibility in handling the multitude of applica- 
tions received for financial assistance whilst 
endeavouring to carry out the Government’s 
latest instruction that the general level of over- 
drafts should be held to the average for the 
year ended September, 1957. ‘They have exer- 
cised with considerable skill a cautious and 
careful assessment of the needs of customers in 
direct relationship to the national interest in 
carrying out the requests to curtail credit of 
successive Chancellors who have on various 
occasions thanked the banks for their help and 
co-operation in the fight against inflation. 


The Directorate 


| have to record with deep regret the death 
of Mr. F. A. Bates, M.c., A.F.C., D.L., who had 
served the Bank well for twenty-three years as 
a Director, of which nine were as Chairman. 
As Chairn.an he guided the destinies of the 











Bank through all the difficult war years with his 
wise counsel and firm conviction that principles 
must never be sacrificed for expediency. We 
miss his wealth of experience and charming 
personality. 

Sir John M. Brocklebank, Bart., has been 
elected a Deputy Chairman. He has already 
served the Bank as a Director for nine years 
and his wide knowledge will be more than 
ever at our disposal. 


During the year Mr. Morton D. Oliphant, 
M.B.E., T.D., has joined the General Board. He 
has already proved a most useful member. 
This appointment will require confirmation at 
the Annual General Meeting. 


We also welcomed to the London Board in 
December Mr. P. G. Walker, whose breadth of 
experience in business affairs will be most 
valuable. 

We wish to congratulate Viscount Mackin- 
tosh, our colleague on our London Board, on 
the further honour conferred upon him by 
Her Majesty the Queen in her _ birthday 
honours. 

Following Mr. E. H. Denman’s retirement 
after forty-five vears of distinguished service to 
the Bank, Mr. E. Norman-Butler has been 
appointed a Joint General Manager and our 
chief executive in London. Mr. R. Davidson 
has been promoted Assistant General Manager 
and Mr. H. C. Horton has become Overseas 
Manager. 

Mr. L. G. Tunnah has taken over the duties 
of London District General Manager. 

Our staff have continued to give their devoted 
service which we gratefully acknowledge and 
for which we tender to them our sincere thanks. 


During the year steady progress has been 
made in affording increased facilities to our 
customers by opening new branches in areas 
where we were not previously represented. 


Many of our other branches have been im- 
proved and modernized, thus adding to the 
convenience and comfort of our customers and 
staff alike. 

The research into electronics continues and 
further progress has been made in mechartiza- 
tion and reduction of overhead expenses in 
routine procedure, but the increase in general 
expenses goes on. During the year in common 
with other banks there have been substantial 
basic increases in salaries and wages of our 
staff, and amongst other things, higher main- 
tenance costs and fuel and light bills have had 
to be met and the full impact of the increased 
cost of postages is still to be felt. 


In the light of the substantial increases in 
salaries and wages it has become necessary once 
again to review the position of our Super- 
annuation Fund. ‘The Actuary calculates that 
there will be a capital deficiency of £400,000 
in the Fund and has advised the restoration of 
this sum at the earliest possible date. The 


Board are, therefore, recommending an appro- 
priation of £200,000 out of published profits 
this vear and that a similar sum should be 
provided next year. 





xlii 





N.A.T.O. and World Peace 


‘The year 1957, while not being so fraugh 
with dramatic episodes as 1956, has reflecte) 
the consequences of the events of that previoys 
year. 


There has been a change of thought, and noy 
happily of direction, across the Atlantic wher 
our American friends are realizing the respong- 
bilities attaching to their role in world politics 
and are finding that the path is not strewp 
with roses. 


The blind faith reposed in the United 
Nations Organization is giving way to a more 
realistic appreciation of its powers and short. 
comings and the feeling is gaining ground that 
more hope should be placed in N.A.T.O, 
rather than U.N.O. to maintain world peace, 


U.N.O. with its wholly disproportionate 
voting rights on the one hand and the veto op 
the other, seems incapable of performing the 
international function for which it was designed 
as the supreme authority whose recommenda- 
tions would be universally accepted. 

In the absence of an adequate international 
police force, under present and past conditions, 
the law abiding submit and the criminals, 
although convicted, are not even effectively 
bound over with the result that some powerful 
nations become impotent and some weak ones 
impertinent as the Suez incident demonstrated. 


Out of the tangle of diplomatic exchanges 
over the past year and a half the clear thought 
emerges that earlier there had not been the full 
understanding and confidence in one another 
that should exist between ourselves and our 
friends across the Atlantic and that no real 
effort had been made on either side to present 
the facts which alone could bring mutual 
accord. ‘The visit of Her Majesty and Prince 
Philip followed by the Prime Minister and 
Foreign Secretary to the United States has, 
however, been of immense value in leading to 
a better understanding between the two great 
English-speaking nations. 

New-born nations are realizing that complete 
independence, which has become almost a 
religious faith, has disadvantages as well as 
nationalistic blessings and are appreciating the 
1 eee and security of the Commonwealth 
fold. 


Confidence in Sterling 


The battle for the stability of the pound 3s 
slowly being won but some time must elapse 
before full consolidation of the recaptured 
ground can be assured. 


The paramount importance of restoring 
world confidence in the pound is recognized 
by everyone irrespective of their political creed. 

The Government is to be congratulated upon 
the strength of its measures to control inflation. 
The use of such a high Bank rate as 7% 3 
exceptionally severe but has been justified. 
Nevertheless, it should continue until sud 
time as the green light is clearly seen and this 
we hope will not be long delayed as such 4 
high rate is not good for business. 
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Itis only through strong action here that the 
world at large can be convinced beyond doubt 
that we in this country are determined to live 
within our income. Only then will full con- 
fidence in sterling return and the free inter- 
national foreign exchange markets, a necessity 
for international trade, eliminate the heavy 
speculative movements that have characterized 
dealings tn sterling in recent years. 


How are we to demonstrate to the world 
that we are determined, no matter how painful 
and inconvenient the process may be, that we 
will put our own house in order by living 
within our income ? 

The Government, the Nationalized Industries 
and the [Local Authorities must set a good 
example by practising what Ministers so freely 
preach by drastically cutting their own expendi- 
ture. The budget must be balanced both 
above and below the line by a reduction in 
expenditure which will also permit a substantial 
reduction in the heavy burden of taxation. 
This is a prerequisite to any real recovery and 
stability. 

It is now generally agreed that only increased 
production can support an increased standard 
of living in which not only the wage earners 
but also the whole population of the countrv 
must share. 

Till now, so many have approved, if not 
applauded, each individual rise in_ wages, 
salaries and remuneration generally and then 
thrown up their hands in dismay at the logical 
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and inevitable consequence of rising prices. 


Each advance without pre-demonstrated 
proof of increased production, we all know, 
adds up to further inflation and an automatic 
rise in the cost of living, both of which all 
wholeheartedly condemn. 


Gestures, paid in advance, are useless. Any 
advance to higher pay must first be earned and 
not exchanged for a promise of higher output 
which more often than not is never fulfilled. 
It is therefore sincerely to be hoped that the 
country will not be faced with serious industrial 
disruption by reason of the pursuit of ill- 
advised wages claims. 


Real Savings a Necessity 


The fundamental and inescapable facts re- 
main that increased expenditure on capital 
investment can only be financed out of real 
savings and that increased expenditure on con- 
sumer goods can only be justified by greatly 
increased national production, facts which are 
accepted in communist and capitalist countries 
alike. 

When applying these truths to smaller units 
such as our own personal and domestic expendi- 
ture or to our own businesses it is at once 
recognized that if we are to remain solvent we 
must not spend more than we earn. When 
precisely this same problem is translated into 
the larger spheres of national and municipal 
finance, these elementary truths get lost sight 
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STATEMENT OF ACCOUNTS, 3lst DECEMBER, 


LIABILITIES 


Reserve Fund . ,500, 
Current, deposit and other accounts (including Profit and Loss ‘Account) 334,822,165 
Acceptances and engagements on account of customers a ot ae is 20,690, 
£366, 289, 158 
ASSETS 
Cash in hand and at Bank of England £32,009, 163 
Balances with, and cheques in course of collection on, other banks i in the British Isles 22,631,573 
Money at call and at short notice bd od 7 ja 29,538,000 
Balances with banks abroad. 428,967 
Treasury Bills .. 73,305,000 
Bills discounted 2,466,973 
investments 88,714,641 
Advances to customers and other accounts 91,487,280 
Martins Bank Executor and Trustee pasate (Channel Islands) Limited 00,000 
Trade Investments ‘a ny a iad 1,728 
Bank Premises , 4,275,265 
Liability of customers ‘for acceptances and engagements 20,690,5 
£366,289, 158 
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of in a haze of argument in which every advocate 
tries to make a case for his own pet point. 


There is a crying need for increased capital 
expenditure in almost every field of industry 
and in public works but this must be limited 
to the nation’s actual and real savings. 


There is only one sort of saving. It is the 
sum of private and industrial earnings 1n excess 
of the sum of private and industrial spending 
and Government expenditure ‘on current 
account. 

There is the simple choice whether such 
savings, from which alone capital investment 
can be made, shall be made by individuals and 
industry ploughing back its profits or by forced 
savings through taxation by the Government in 
power. 

To get the former there must not only be an 
incentive to save but a new attitude towards 
the saver. 

Till our penal rates of taxation are reduced 
a strong inflationary influence will remain; 
there will be less inducement to save and less 
than adequate savings. 

To many the saver who accumulates the new 
capital so essential for expansion is looked 
upon as a greedy, almost reprehensible, person 
who should be taxed out of existence during 
his life and his property confiscated by duties 
on his death. In fact, he or the industry that 
saves and ploughs back those savings is the 
provider of the wherewithal which enables 
thousands upon thousands of others to earn a 
good living. 

In defauit of the private and industrial saver, 
if there are to be savings and further expansion 
at all, there is only the State with compulsory 
savings through heavy taxation with all its 
disincentives and frustration. 

If the State takes on the role of compulsory 
saver to acquire and finance the means of pro- 
duction, it inevitably means rigid control, 
licences for everything, for imports and exports 
and, sooner or later, the control and direction 
of labour as well as of capital, in fact a com- 
munist or near communist state. 

Those who amiably smile on the elimination 
of private enterprise would be horrified when 
they realize that it leads ultimately to the loss 





of freedom of choice in their employment an¢ 
to compulsory transfer from one industry ang 
area to another. 


The signposts are clearly marked and it i 
well that all realize where each road leads ang 
that we choose aright. 


The Free Trade Area 


The prospect of the Free Trade Area wij 
entail a sharpening of our competitive ability 
with the industries within that area if we are 
to maintain our share of the trade with the 
member countries and increase our export 
trade through a larger and wider market. 


Here is the chance of a free market of two 
hundred and fifty million people with all the 
prospects of increased trade, continued fy) 
employment and rising standards of living pro. 
vided that all the out-dated restrictions of 
employers and employees alike are swept away 
and the taxation structure overhauled to give 
the adventurous and enterprising the requisite 
incentives to make the taking of inherent risks 
at least a worth-while proposition. 

Many doubts have been expressed as to the 
advisability of joining this Free Trade Area, 
but whatever the disadvantages may be of 
joining, the disadvantages of not joining are 
overwhelming as we would shut ourselves out 
of this enormous market and have to rely ona 
highly protected and shrunken home market as 
the springboard for our export trade. 


The smaller turnover would mean higher 
manufacturing costs which might well dis- 
qualify us from our export trade, however 
preferential some of that might be. 

With our industrial know-how, with our 
brilliant scientific and engineering achieve- 
ments and the inherent good sense of the people 
of this island, there is a great and promising 
future ahead but it calls for determination, 
unselfish co-operation and a realization that we 
can only have what in fact we earn in the 
world markets. 

May it be that we face up to the position 
now rather than wait till our backs are forced 
against the wall when our fight to regain pros- 
perity would be more difficult and more 
prolonged. 
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For particulars of how 
you may become a mem- 
ber of this vigorous 
profit-sharing Society 
write to: 
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AND LIFE 


London Offices: 28 Cornhill, E.C.3. 





The intermediate bonus on claims arising during 1958 under 
with-profits policies has been raised by yet another 2s., from 44s. 
to 46s. per cent. per annum compound for each premium paid 
since 3lst December, 1953. 


A worthy addition to the Unique Record and a good augury for 
the vested bonus to be declared at the division of profits at the end 
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LLOYDS BANK LIMITED 





The Sterling Area and World Economy 





Sir Oliver Franks on Free Nations’ Problems 





Bank Limited will be held on February 14 
at the Head Office, 71 Lombard Street, 
London, E.C. 

The following are extracts from the statement 
by the Chairman, The Rt. Hon. Sir Oliver 
Franks, G.C.M.G., K.C.B., C.B.E., circulated 
with the report and accounts for the year 
1957 :— 

The profit for the year, at £2,502,391, is 
slightly lower, by £39,402, than last year and 
we propose to repeat the 1956 dividend of 
13 per cent. per annum. 

Although high rates as well as a high degree 
of activity in all sections of our business have 
again benefited our earnings, our operating 
costs continue to rise inexorably. 

Our loans and advances are lower by some 
£9 millions than they were a year ago. We 
have played our part in the intensive measures 
of credit restraint called for by the Chancellor 
of the Exchequer. The reduction would have 
been greater but for the two particular cate- 
gories of lending I referred to in my statement 
last year. Our advances in the East have 
expanded along with our general business there, 
and we have continued to interest ourselves in 
the important and specialised field of medium- 
term credits to facilitate the export of major 
capital goods, a category of advances excluded 
from the operation of the general restrictions 
upon bank lending. 


sk annual general meeting of Lloyds 


The External Problems of Sterling 


As I am a member of the Committee under 
the chairmanship of Lord Radcliffe at present 
inquiring into the working of the monetary and 
credit system, I cannot comment upon monetary 
developments at home during the past year. 
Instead, I propose to discuss some of our 
problems, certainly no less important, in” the 
sphere of international payments. 

I do not mean to imply that our external 
problems and our domestic policies can be 
divided into separate compartments; as Mr 
Thorneycroft recently pointed out, in the last 
resort the internal value and the external value 
of the pound are the same thing. We cannot 
argue from this that our payments difficulties 
arose purely out of our position as a world 
banker and had no connection with the state of 
the United Kingdom economy: for the fear that 
inflation might continue played a large part in 
disturbing international confidence in sterling. 
If the outside world had been satisfied that our 
internal policies were sound, there would have 
been no crisis. 

Unfortunately, it is also true that even if we 
have no further inflation the future can still 
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hold dangers for us because of the low level of 
the gold and dollar reserves in relation to our 
total obligations. To avoid further inflation 
will not automatically ensure success in the 
vital task of rebuilding the reserves. Sterling 
being an international currency, we are neces- 
sarily affected by the general climate of world 
trade. The course of events is bound to 
depend not only upon our own policies but 
also, in some considerable degree, upon those 
followed by other countries, above all by the 
United States and our fellow-members in the 
sterling area. It is a disquieting thought that 
the succession of sterling crises has taken place 
during a decade of general prosperity and of 
almost continuous expansion in world trade 
supported by the North American boom, by 
recovery in Europe and by rapid progress in 
many of the less developed parts of the world. 
It is unlikely that external conditions will 
always be so favourable. 

Nothing can change our dependence upon 
overseas trade for a living, but our persistent 
external difficulties have led to suggestions that 
we should be better off if we shed our role as 
banker to the sterling area. Again, we have 
undertaken that the relations between sterling 
and other currencies will be governed by certain 
principles agreed by us and other nations at th 
Bretton Woods conference of 1944. Some 
argue that this system, which found concrete 
expression in the establishment of the Inter- 
national Monetary Fund, is not really in our 
best interests. 

It is these criticisms of the present frame- 
work of world trade and payments that seem 
to me worth examining. Do the difficulties, 
actual or anticipated, in fact arise from defects 
in the international machinery itself, or are 
they the result of insufficient co-ordination in 
the policies of sovereign states ? For it is clear 
that no set of international arrangements— 
whether it is the sterling area or the Bretton 
Woods rules—can be expected to stand up well 
if the members of the system are pursuing 
national objectives at the expense of general 
order and stability. 


Operation of the Sterling Area 


First, what of the sterling area ? Its essential 
feature is the use of sterling as an international 
reserve by the overseas members. This in 
turn implies the pooling in the central reserve 
in London, of gold and foreign exchange 
earned by the area as a whole. Another 
essential feature of the system has always been 
freedom of capital transfers from London to 
the overseas members of the area. 

On the face of it, this system is well designed 
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to promote the interests of its members and of 
the world economy as a whole. It means that 
individual sterling countries do not have to 
keep an exact balance either in their trade with 
each other or with the outside world, provided 
that deficits are matched by surpluses elsewhere 
inthe area. The use of sterling as an exchange 
reserve keeps down competition for the world’s 
limited supplies of monetary gold. Both these 
features tend to promote the expansion of 
world trade, as does the natural alliance of the 
financial machinery of the City of London 
with the use of a common currency for the 
settlement of transactions. And that is an 
objective of special importance to the United 
Kingdom, as we rely on an expanding market 
for manufactured goods. For us, too, it is a 
great advantage that we can earn gold in trade 
with sterling countries, and are not wholly 
dependent upon success in working up sales of 
our goods in dollar markets. 


Exchange Parities 


What of the relationship between sterling 
and other currencies ? Is there any force in 
the contention that membership of the Bretton 
Woods system is not to our advantage ? Since 
the prompt action of the International Monetary 
Fund at the time of Suez did so much to tide 
us Over a major crisis in sterling, it may seem 
curious that this view should be put forward in 
this of all countries. 

It seems to me that there are some solid 
arguments in favour of fixed exchange parities 
that ought not to be overlooked in any assess- 
ment of the balance of advantage. ‘There is 
the consideration that stability, especially of 
the key currencies, is of great value to overseas 
traders; indeed, the Bretton Woods rules are 
an attempt to preserve as much as possible of 
the stability that was so valuable a feature of 
the gold standard, while avoiding the threat to 
employment, under modern conditions, from 
seeking to defend too high a partty. ‘There is 
the consideration that a depreciation in the 
exchange brought about by temporary influences 
can produce a permanent fall in the value of the 
currency and that the threat of enforced de- 
valuation may be a more effective spur to action 
than the downward drift of a floating rate. 

Moreover, the proponents of fixed and of 
floating rates are at one in believing that rates 
of exchange should be maintained at realistic 
levels. ‘This means renouncing such practices 
as the bolstering up of an over-valued currency 
by import restrictions. It means _ refraining 
from competitive depreciation and from re- 
taliating against a devaluation by another mem- 
ber of the system when that is justified by a 
rise in its cost and price level. By outlawing 
beggar-my-neighbour policies and helping to 
clear the jungle of exchange restrictions left 
over from the war, the Bretton Woods system 
has rendered the world good service, to the 
benefit of Britain at least as much as any other 
trading nation. 


Possible Deflation Ahead 


To say that the system has served us well 
hitherto is not, of course, to say that this must 
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always be so. For years past, the chief prob- 
lems of the world have been those of inflation. 
There are now some indications, such as the 
decline in some basic commodities, of a change 
in the weather. For the time being, the post- 
war boom in the world as a whole has lost 
much of its impetus. ‘That being so, our pre- 
occupations during the next phase may become 
those of deflation rather than inflation. I am 
not, of course, predicting that this will in fact 
happen; I merely suggest that we must take the 
possibility into account. Should the course of 
events take this direction, it means that, if the 
Bretton Woods system is to work successfully, 
the policies followed by creditor countries will 
be of decisive importance. 


Need for Adequate Reserves 


A condition for a smooth functioning of the 
Bretton Woods system is an adequate level of 
monetary reserves. At present the problem 
centres upon the distribution of existing ex- 
change reserves rather than their absolute 
magnitude. Nearly half the total is now held 
by the United States and Germany, though the 
United States has large short-term liabilities to 
the outside world. By _ contrast, sterling 
finances perhaps 40 per cent. of world trade, 
yet the United Kingdom reserves are about 
half those of Germany and less than 4 per cent. 
of the world total. 

That is the most important single fact in the 
world currency situation. Measures to ensure 
the stability of the sterling area and measures 
to ensure the smooth working of the Bretton 
Woods system must alike be directed to the 
removal of that anomaly. 


Once we have brought about a substantial 
increase in the reserves by our own efforts, 
therefore, the question may arise of their being 
further fortified by some kind of stabilisation 
operation. It might be suitable that an opera- 
tion of this kind should take an international 
rather than a national form. In that case, the 
International Monetary Fund would be the 
obvious instrument. 


Position Summed Up 


‘To sum up, the problems of the sterling area 
and of the world economy as a whole are 
essentially those of reconciling the aims of 
individual nations and their governments with 
the general requirements of an international 
order. ‘They are therefore merely one aspect 
of the far wider problem which the free nations 
have to solve: that of adapting their political] 
ideas and political institutions to the facts of 
their growing interdependence, in economic as 
in military affairs. By and large, our forms of 
government are derived from earlier models 
and make it easy for us to think in terms of 
national solutions to our problems on lines of 
self-sufficiency. "The order and stability of 
human society in our lifetime are likely to 
depend on the skill, resolution and speed with 
which we reconcile the national texture of 
political government with the _ international 
scale of the pattern of inter-dependence. 








WESTMINSTER 


BANK LIMITED 


Increase in Deposits 


Lord Aldenham on National Finances 


HE annual general meeting of West- 
minster Bank Limited will be held on 
February 12 in London. 

The following are extracts from the state- 
ment by the Chairman, The Right Hon. Lord 
Aldenham, circulated with the report and 
accounts for the year 1957:— 

In the course of the year we have lost the 
services of Sir William Coates through ill- 
health; he has been an admirable Deputy 
Chairman since 1950. Lt.-Gen. Lord Weeks 
also had to leave us on his appointment as 
Chairman of the Finance Corporation for 
{ndustry Limited, and Mr. A. G. Stewart is 
now leaving the Board owing to his other 
heavy business commitments. 

During 1957 we were very glad to welcome 
Lord Salisbury on his return to the Board, and 
also Sir Arthur fforde, the Chairman of the 
British Broadcasting Corporation. 

One of our colleagues, Mr. W. J. Worboys, 
received a knighthood in the New Year’s 
Honours list—a well-deserved recognition of 
his services to the country. 


Tribute to Management 


{ am glad to tell you that the General 
Management of the Bank remain unchanged. 
The results now placed before you are a clear 
indication of their devoted and untiring efforts 
on behalf of the Bank. 

Mr. W. A. Dry, Secretary of the Bank and 
of Westminster Focsian Bank Limited for the 
last seventeen years, retired in September and 
was succeeded by Mr. L. R. Murray. 

[ would like to thank Stockholders and 
Shareholders for the support given to the 
Board’s proposals for the reorganisation af the 
Bank’s Capital structure. The elimination of 
the uncalled liability on the shares was desirable, 
especially as it was accompanied by a “con- 
siderable strengthening of the paid-up Capital. 
That the Board have continued to hold the 
balance true as between ‘‘ A” Stockholders 
and ‘*B”’ Shareholders seems to be indicated 
by the fact that over 99 per cent. of the votes 
cast by both classes were in favour of the 
proposals. 

The Accounts for the year show a decrease 
of £12,569 in our profits. There have been a 
number of factors affecting our income and 
outgoings, among them two Bank rate changes, 
but our trading result has been mainly influ- 
enced by the increase in our Staff costs. 


A Satisfactory Result 


Deposit and Other Accounts 
over £30,000,000. 


Our Current, 


have risen by This is a 
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satisfactory result, particularly as stringent 
monetary measures have been in force through. 
out the year and as institutions other than the 
large Commercial Banks have continued t 
advertise for deposits at very high rates. Vir. 
tually the whole of this increase is in ow 
customers’ Deposit Account balances, upon 
which we are at present paying interest at the 
rate of 5 per cent. Such Deposit Accounts 
have increased very materially in number 3 
well as in amount. 

Advances have decreased, reflecting _ the 
expected pattern in a year in which the credit 
squeeze has operated throughout and has beep 
reinforced by the Chancellor’s statement in 
September and by higher borrowing rates. 
The amount we earned on our Loans and 
Overdrafts was only moderately higher than 
the comparable figure for the previous year, as 
the higher interest rates ruling during the last 
34 months were accompanied by a decrease in 
Advances. 

The deficiency in the market value of our 
British Government securities was _ rather 
greater at the end of 1957 than it was in Decem- 
ber, 1956, but all our Government securities 
are dated and the great majority will mature 
within the next few years; thus the deficiency 
should be more than recovered. 


Staff Payments 

Our largest single item of expenditure— 
payments made to or for the benefit of our 
Staff—has risen again, despite the fact that 
we have added but a few to our Staff numbers. 

You may be interested to learn a little about 
the Staff Associations in this Bank since the 
occasional press references which appear on 
this subject are often misleading and often 
directed towards the discrediting of a system 
such as that obtaining in Westminster Bank. 
The Guild was established in 1919 and enjoys 
a 70 per cent. membership of the total of our 
active clerical Staff. Its elected representa- 
tives, who come along to Head Office on 4 
variety of problems, speak with a great weight 
of opinion behind them. The Non-Clerical 
Staff Association, which was also founded 
1919 and has a membership of 71 per cent. 
has the same facilities for coming to Head 
Office in order to discuss its problems. 


Drain on Reserves 


In any review of progress or retrogression tt 
is natural to consider whether the free nations 
of the world are any nearer to a lasting peace 
with the countries behind the Iron Curtain, and 
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it would seem that during 1957 some progress 
has been made. At the beginning of the year 
the Suez difficulty had done much damage to 
the N.A.T.O. alliance. ‘That damage was to a 
great extent repaired during the year. 


The blocking of the Suez Canal was believed 
a year ago to be a much more serious threat to 
the economic position of this country than in 
fact it proved to be. In the first six months 
of 1957 almost as much was added to our gold 
and dollar reserves as had been added in the 
first six months of 1956; though it must not be 
forgotten that the first impact of the Suez inci- 
dent caused a heavy drain on our reserves. 
But in July last the position changed very 
rapidly and July, August, September saw a 
drop of £189 million in those reserves. 


The fundamental cause of the drain on our 
reserves was the widely held belief that those 
reserves are quite inadequate to support the 
value of the pound sterling if there is any pro- 
longed distrust in it abroad; and until those 
reserves are built up, there is always the possi- 
bility of the disaster of another devaluation. 
Other causes of the fear of devaluation of 
sterling were the reappearance of the dollar 
gap, the great and growing improvement in 
the West German balance of payments, the 
devaluation of the French franc, and the con- 
stant deterioration in the purchasing power of 
the pound at home. 


Chancellor’s Drastic Action 

On September 19 drastic action was taken 
by the Bank of England and by the Chancellor 
of the Exchequer. These unpleasant and 
expensive remedies need never have been so 
severe if remedial action had been taken earlier. 
From the very beginning of the credit squeeze 
in July, 1955, the banks have made it abundantly 
clear to the Government that in their view the 
credit squeeze by the banks without comple- 
mentary action on the Government side would 
not be sufficient to halt inflation. 


The limit set for investment by the public 
sector is £1,500 million per annum for each of 
the next two years. It is surprising to hear 
that the expenditure of this vast sum has in 
some quarters been called an investment freeze: 
rather is it puzzling to know how the money is 
to be found without further inflation. Private 
industry, in spite of all the ploughing back of 
earnings, also needs fresh capital from the 
public, witness the £40 million and £41 million 
which Imperial Chemical Industries and 
British Petroleum have recently raised. If the 
future claims of private industry and of the 
Commonwealth are to be met, it seems that 
the Chancellor will have to set his sights for 
public sector capital expenditure rather lower 
than £1,500 million per annum if he is deter- 
mined to have no recourse to inflation. 


Last September the Government asked the 
banks to keep the coming year’s average level 
of advances down to the average of the pre- 
ceding twelve months and the banks have 
agreed to try, though it will be unprofitable to 
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us and difficult to achieve. If we do achieve 
it, | see no reason why we should not subse- 
quently get back to more. free competition 
amongst ourselves. 


Importance of a Stable Pound 


A most important declaration was made by 
the Chancellor of the Exchequer in October 
that ‘‘ a stable pound is the prerequisite of full 
employment ”’; and it would seem that there is 
a growing acceptance in the country of the 
view that it is more important to us all to have 
a stable pound than to have conditions of 
artificial boom created by inflation. Certainly 
it is more honest to our creditors abroad. 


We are, and have been spending a larger 
proportion of our national income on con- 
sumer goods, and a smaller proportion on 
research and improvements to our factories, 
than have our principal competitors in the 
export markets. <A further danger to our com- 
petitive position lies in the fact that our costs 
per unit of output have increased in the past 
few years more rapidly than those of West 
Germany and the United States. 


These two considerations may help to explain 
why our percentage share of total world trade 
has each year for the past seven years been 
declining. ‘This fact has been masked by the 
growth in total world trade, but it will become 
of increasing importance if in 1958 there 1s 
some contraction in the total volume. We 
cannot ignore the possibility of some contrac- 
tion under the influence of the recession in 
North America, and the diminution of income 
of primary producing countries. 


Canadian Trade Mission 


All the more welcome, therefore, was the 
recent visit of the Canadian Trade Mission, 
entrusted with the task of switching more of 
their purchases to this country, in order to 
enable us to earn more Canadian dollars with 
which to buy their metals or their surplus 
wheat. I could wish that we might see a 
similar mission coming to us from the United 
States. Conversely, I would like to see a 
U.K. mission visiting Australia and New Zea- 
land with the object of finding what more we 
can buy from them in order to maintain their 
ability to buy from us. 


The six ‘‘ Messina ’”’ countries have formally 
established a Common Market as from the 
beginning of 1958. Luttle definite progress 
has been recorded towards the establishment 
of a Free Trade Area. There are, of course, 
countless difficulties in reaching agreement, 
but it would seem that for all countries con- 
cerned the advantages of so large a Free Trade 
Area must outweigh the disadvantages. 


At the beginning of 1958 three main anxieties 
remain with us, the maintenance of world 
peace, the stability of the purchasing power of 
the pound sterling, and the continuance of our 
ability to compete in price and quality in the 
export markets of the world. 
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Essentials for Establishment of Stable Prices and Sound Currency 





Sir Thomas D. Barlow on Country’s Economic Problems 





G.B.E., has circulated, with the report 

and accounts, his statement to the share- 
holders of District Bank Limited, prior to the 
128th annual general meeting to be held on 
Friday, 14th February, at the Head Office, 
Spring Gardens, Manchester. In the course of 
his statement the Chairman said: 

Current, Deposit and other Accounts, which 
have been running at a higher level throughout 
most of the year, now total £253,000,000 and 
exceed last year’s figure by £11 millions. This 
change, which follows the general run of 
banking figures, reflects the persistent infla- 
tionary trends of the past twelve months. 

As a consequence of the increased deposits, 
Cash, Money at Call and Short Notice, Treasury 
Bills and Bills of Exchange have been aug- 
mented and are larger in proportion to our 
deposits than they were at the end of 1956. 
These liquid assets represent 39.2 per cent. of 
our liability to depositors. 

We have added over £3 millions to our 
holdings of British Government securities. All 
of these securities have a definite date of 
redemption and a high proportion is repayable 
within ten years. Investments continue to be 
shown at a figure which is below their market 
value. 


‘Pe: Chairman, Sir Thomas D. Barlow, 


Profit and Dividends 


Although Bank rate is at present standing at 
the high figure of 7 per cent., the average 
Bank rate during 1957 was little above that of 
1956. Any additional income from this direc- 
tion and from the larger turnover of cheques 
has been almost entirely offset by the greatly 
increased amount of interest paid to our de- 
positors and by the continued upward presstire 
of operating costs, due mainly to increased 
salaries and pensions. 

In the circumstances an increase of £9,900 
in Net Profit as compared with the figure fo. 
the previous year may, I think, be regarded as 
satisfactory. After making the usual provisions 
this profit amounts to £672,960 and, including 
the sum brought forward, there is for disposal 
£.1,147,480. Of this we propose to transfer 
£500,000 to our General Reserve (now desig- 
nated Reserve Fund), thus restoring our re- 
serves to £4,000,000, which was the combined 
total of the General Reserve and Capital 
Reserve Share Premium Account prior to the 
reorganization of our capital. We are, as fore- 


cast, recommending a final dividend this year 
of 74 per cent., bringing the total to 15 per 
cent., which represents an increase over the 


each of the 
After allowing 
for these dispositions there remains {303,47 
to be carried forward to the 1958 Account. 


amount received last year by 
former classes of Shareholder. 


World Financial Tension 


After a long period of almost continuous 
expansion in international trade there has been 
some slackening in activity, and _ this has 
aroused anxiety as to the possibility of a serious 
decline in business. Lack of confidence has 
contributed to the recent exchange instability, 
but the inadequacy of currency reserves of 
many countries has provided the main reason 
for this weakness and for the steady accumula 
tion of balance of payments probiems. 


Such a situation could have been alleviated if 
those countries receiving a steady influx of gold 
from their growing export surpluses had not 
continued to maintain restrictive policies, and 
if those suffering a loss of reserves had been 
less dilatory in applying deflationary measures. 
Because of the present maldistribution of re- 
serves many countries are ill-prepared to with- 
stand the impact of a recession in trade and, 
even if any recession which may occur does not 
go very far, there will have to be effective 
co-ordination of national policies if the inter- 
national currency mechanism is to be kept 
working smoothly. 


Defence of Sterling 


But that is not to suggest that this country 
should rely upon external events to extricate tt 
from exchange problems. On the contrary, the 
possibility of mounting tension abroad should 
make us the more determined to protect sterling 
by our own exertions. The inflationary forces 
which are ranged against the pound are not 
difficult to see. Living beyond our means, oF 
in other words spending too much and saving 
too little, has been the cause of our exchange 
crisis: housing, industrial investment and con- 
sumption, all desirable in themselves, have 
combined to create excessive demand and with 
this cost-inflation. To continue on this lavish 
course would injure the national economy 
irreparably, and we cannot too quickly make 
such adjustments in our internal affairs as will 
facilitate the establishment of stable prices and 
a sound currency. 

Meanwhile it is encouraging to note thal 
sterling derived strength from the sharp i!- 
crease in Bank rate, and to realise that until 
the middle of this year it should benefit from 
favourable payments conditions. A high Bank 





























rate, however, is costly, even if only reckoned both its capital and current expenditure will 
in terms of interest payments on overseas continue to be sternly restricted. This should 
holdings of the National Debt, and the pound __ reduce inflationary demand in the public sector 
will have to be put on a secure basis if we are of industry where it is most excessive. Equally 
to make good past losses in reserves and _ important is the reduction of excessive demand 
provide a margin for the repayment of debts in the private sector. In so far as these measures 
incurred as a direct result of the crisis. It is are effective they should materially help to 
understandable, therefore, that other measures _ bring incomes into line with output and invest- 


have been put into operation to suppress infla- | ment with actual savings. 

tion and, since costs and prices cannot spiral The most urgent need is to restore the 
upwards without an increasing supply of money, balance between money incomes and output. 
the Chancellor made money not only more If this were done we should not only reduce 
expensive but “’ scarcer to get hold of ”’. inflation but, by lessening the strain upon 


Yet these measures will not be sufficient to industry, should increase the strength of the 
strengthen the economy if they do not include a _— export trades. Indeed, the pound has been so 
check upon the volume of State expenditure. weakened by the recent crisis that we are in no 
In these circumstances it is reassuring to have __ position to countenance a policy that would do 
the Government’s recent reaffirmation that less than give support such as this to sterling. 








DO YOU REQUIRE— 
OFFICES, COMMERCIAL OR INDUSTRIAL BUILDINGS ? 

We are able to provide these from current stocks or can build 
to requirements on your own site if you prefer. 

ARE YOU ABLE TO FINANCE— 

YOUR INTENDED FACTORY OR OFFICE BUILDING ? 

We can do so and quote you a rental arrangement. 
THE LONDON INVESTMENT & MORTGAGE CO. LTD. 


18, Upper Brook Street, London, W.1. 
SPECIALISTS IN INDUSTRIAL AND COMMERCIAL DEVELOPMENT. 














“i'm 
no Good 
Samaritan but... 


I cannot turn my back upon the aged, 
the neglected, the erring. I must do 
something. ‘That’s why I support The Salvation 
Army whose ‘ Religion with hands’ meets 
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Please send to 113 Queen Victoria Street, 
London, E.C.4. 





WHERE THERE’S NEED... THERE’S 


The Salvation Army 














THE MITSUBISHI BANK LIMITED 


Growth of Business Activity 


Favourable Results 


Mr. Mitsuo Ogasawara’s Review 





HE following is the report of the Presi- 

dent, Mitsuo Ogasawara, for the seventy- 

fifth term of the Bank (April 1, 1957- 
September 30, 1957):— 


General Business Conditions 


A general survey of Overseas economic con- 
ditions during the term under review reveals 
that the American economy has entered a stage 
of ‘‘ readjustment ’”’ since the previous term 
and that the economic activities there have been 
generally sustained at a high level. Commodity 
prices in the United States, however, having 
increased steadily, a tight-money policy con- 
tinued to be maintained and the official discount 
rates of the Federal Reserve Banks were in 
August raised by 0.5% per annum. 


On the other hand, the economic unequi- 
librium among West European countries was 
intensified during the term. The French 
Government, which had been suffering from 
both a large deficit in the international balance 
of payments and from a drastic decrease in 
foreign exchange holdings, finally in August 
took measures to devalue, in effect, the French 
franc. This devaluation stirred expectatiens of 
a realignment of West European currencies, 
with the result that ‘‘ hot money ”’ or short- 
term funds flowed into West Germany ’while 
the United Kingdom lost a lot of her gold and 
dollar reserves. The Government of the United 
Kingdom, under these circumstances, raised 
substantially the discount rate of the Bank of 
England in September and displayed strong 
determination to defend the value of sterling, 
thereby suppressing the then prevailing uncer- 
tainty of the exchange values of West European 
currencies. 


Domestic Conditions 


In spite of the overseas economic conditions 
cited, exports by this country have remained 
fairly favourable, while imports have registered 
a drastic increase since the previous term. 
Consequently, the international balance of 


payments has considerably deteriorated and 


the foreign exchange holdings materially 


decreased. 

With a view to checking excessive economic 
expansion and improving the _internationd 
balance of payments, the Government and the 
Bank of Japan adopted several measures, which 
included the raising of the official discount rate 
by 0.73% per annum and tightening of restric- 
tions on imports in May. The Government 
also established a comprehensive emergency 
policy in June, the main object of which wa 
to postpone national investment plans and 
advances. In the same month, the Gover- 
ment decided to secure loans totalling $30 
million from the International Monetary Fund 
and from the Export-Import Bank of Wash- 
ington to alleviate the worsened foreign e- 
change position of this country for the time 
being. 

The influence of the tight-money policy 
cited has gradually affected economic circles, 
especially trading concerns, followed by a fal 
in commodity prices, an increase in the number 
of dishonoured bills and bankruptcies of 3 
number of trading firms. Moreover, signs o 
a levelling-off or even lowering of production 
were witnessed towards the end of the term 
Meanwhile, the international balance of pay- 
ments has gradually improved due to the 
decline in imports, developing to a real surplus 
in September. However, a large deficit of 
$494 million was recorded during the tem 
under review. 


Domestic Financial Conditions 

Government receipts and payments during 
the term showed an excess of receipts of 
Y278.9 billion due to the inflow of private 
funds into the Foreign Exchange 5p 
Account and to the favourable increase in t& 
revenue, while the demand for funds by ™ 
dustrial circles during the term was enormous. 
Hence, the money market has been strained, 
resulting, for example, in an all-time high of 
18.25% or 21.90% per annum of call loans 
rates around June and July. 


In spite of its strict credit control under the 
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tight-money policy, the Bank of Japan was 
obliged to increase its advances to city banks 
by Y¥286.6 billion during the term, the out- 
standing balance reaching Y562.9 billion at 
the end of the term. A fall in the note issue 
by Y12.7 billion was witnessed mainly due to 
the tight-money policy, outstanding circulation 
being Y653.5 billion at the end of the term. 

Deposits in city banks increased, though at 
aslackened ratio, by Y231.4 billion to Y5,203.3 
billion at the end of the term; loans by these 
hanks increased remarkably by Y420.5 billion 
to Y4,721.7 billion at the end of the term. 


Records of the Bank 
The Bank has continued to exert the utmost 
efforts to further develop its business with the 
results mentioned below. 
COMPARATIVE STATEMENT OF THE BANK’S 
PRINCIPAL ACCOUNTS 
(Unit: Million Yen) 
Sept. 30, Mar. 31, Sept. 30, 


1957 1957 1956 
Deposits . . 404,302 379,157 353,641 
Loans and Bills 

Discounted 343,508 310,170 259,740 
Securities Held .. 41,950 36,380 36,971 
Money Borrowed, 

a .. 48,177 28,657 4,399 
Capital Funds 14,721 14,376 13,881 
Gross Profit for 

the Term 2,379 2,556 2,324 
(Net Profit) (1,070) (1,100) (964) 


Loans and Bills Discounted 


Loans and bills discounted, including those 
for the settlement of import bills, stood at 
Y343,508 million at the end of the term, an 
increase of Y33,338 million or 10.7%. 


Deposits 

Deposits increased by Y25,144 million during 
the term to Y404,302 million at the end of 
September, 1957, an advance of about 6.6% 
over the figures for the end of the previous 
tem. ‘Time deposits and government deposits 
accounted for 44.9°%% of the total at the end of 
the term, and long-term deposits, including 
deposits at notice and others for 52.8% of the 
total. This percentage indicates a stabilization 
of deposits, and is also a factor contributing to 
the Bank’s effective utilization of its working 
funds. 


Security Holdings 


_The Bank’s security holdings at the end of 
September, 1957, were Y41,950 million, an 
increase of Y5,570 million or about 15.3% 
higher than the figures at the end of the pre- 
vious term. Among these, corporation deben- 
tures and Government bonds amounted to 
Y31,810 million, or 75.8 % of the total holdings. 


the balance comprised corporation stocks, 
U.S. Treasury Bonds, Japanese Municipal 
Bonds, etc. 

Borrowings 


Money borrowed from the Bank of Japan 


increased by Y19,520 million to Y48,177 million, 
or about 68.1% over the figures at the end of 
the previous term, reflecting active imports 
= investments in producers’ equipment and 
plant. 


Foreign Activities 


During the term, the Bank bought and sold 
foreign exchange bills of a value respectively 
of U.S. $130 million and U.S. $190 million. 


Profit 

The Bank could realize a satisfactory gross 
profit of Y2,379 million during the term. The 
net profit was Y1,070 million, after reserving 
Y2,382 million for possible loan losses and 
price fluctuations, in addition to providing 
Y1,017 million for depreciation of loans, 
securities, and movable and immovable assets, 
while Y2,090 million was withdrawn from these 
reserves during the term. The sum of Y371 
million was transferred to legal and special 
reserves from the net profit. 

Attention again may be called to the policy 
we have followed of increasing various reserves. 
Appropriations from the earned profits for all 
these reserves, except those for taxes, accounted 
for 70.6% of the Bank’s gross profit for the 
term. ‘The resultant increased reserves will 
further strengthen and increase substantially 
the Bank’s own funds. 


Dividend 


A dividend of 10% per annum on the capital 
stock, totalling Y275 million, will be paid for 
the current term after appropriating a sub- 
stantial sum of the profits for reserves. 


Capital Funds 


The capital funds of the Bank amounted to 
Y14,721 million, of which Y5,500 million was 
paid-up capital and Y9,221 million total capital 
reserves, including surplus funds. 


Conclusion 


It is most gratifying that the Bank was able 
to attain the favourable results mentioned, 
with the wholehearted support of the share- 
holders, clients and the general public. 

It must be mentioned, however, that Ameri- 
can economy still shows signs of hesitation as 
in the previous term, while the political an- 
tagonism between the United States and 
U.S.S.R. in the Middle East does not eliminate 
serious aspects yet. In this country, some 
unhealthy tendencies have been witnessed, such 
as the strong demand for funds by industry 
and a levelling-off of exports, though some 
results of the tight-money policy are now 
visible. It is felt that these circumstances 
both within and without the country do not 
warrant any optimistic outlook. 


The Bank management will continue to exert 
every effort to maintain a sound banking policy, 
adapting itself to changing circumstances, and 
the staff can be relied upon to meet the expec- 
tations of the shareholders in further strength- 
ening the management. 








the Monroe AP—the all purp 
calculator which meets the figuring needs of most normal businesses. What the cam 
cannot reveal is the service that operates before, during and after the installation of ¥ 
machine. Yet this, when you come to mechanise your business figuring, is clearly 
paramount importance. With Monroe you can bank on getting the best advice 
choosing and using your machine, and the most efficient and reliable maintenag 
service that the industry has to offer. 
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Monroe Calculators range from the simple, h , 
operated LN 160 to the fully automatic Duplex 8 

Illustrated above is the ‘middleweight’ of the ranges 
the all-purpose Monroe LA 7-160. Among the eig ntet 
models is one that was specifically designed to ne 
requirements such as yours. 7 


MONRO 


For further particulars please write or telephone: 
MONROE CALCULATING MACHINE COMPANY LIMITE 
BUSH HOUSE, LONDON, W.C.2. COVENT GARDEN 02 
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